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The  Honorable  Dan  Quayle 
President  of  the  Senate 
Washington,  D.C.  20510 

Dear  Mr.  President: 

I  am  pleased  to  sutmit  three  physician  payment  R^x>rts  to  Ocaigriess: 
"Volume  and  Intensity  of  Hiysician  Services";  "Relative  Value  Scale  (RVS) 
for  Physician  Services";  and  "Inplementatic»i  of  a  Naticaial  Fee 
Schedule".  These  r^xDrts  reflect  requested  research  and  reocgnmendations 
CHI  Medicare  payment  for  physician  sen/ices  and  ciltemate  systems.  These 
r^xDrts  clIso  form  the  basis  for  the  Administratic»i's  three-part  reform 
package  for  physician  payment  policy  under  Medicare. 

The  first  r^ort,  "Volume  and  Intensity  of  Physician  Services,"  was 
mandated  by  Sectirai  4056(c)  (2)  of  P.L.  100-203.  This  r^xDrt:   (1) 
provides  background  informaticai  cai  the  volume  and  intensity  (VI)  of 
physician  services  issues  including  a  discussion  of  factors  contributing 
to  physician  expenditures  growth,  (2)  presents  trends  in  VI  grcvrth  and 
reviews  the  research  comiissica^ed  by  the  Department  to  analyze  Vl-related 
issues,  (3)  reviews  Medicare's  and  private  payers'  ejqjeriences  with  VI 
ccxTtroi  methods,  (4)  discusses  cpticais  for  protecting  beneficiaries  and 
the  Medicare  program  frcm  tlie  inpact  of  VI,  and  (5)  ccricludes  with  a 
discussicxi  of  possible  impacts  of  an  RBRVS  en  VI. 

The  seccnd  r^»rt,  '•Relative  Value  Scede  (RVS)  for  Physician  Services," 
was  mandated  by  Secticn  9305  of  P.L.  99-272,  Sectic»i  4045(b)  of  P.L. 
100-203,  and  Sectic«i  9331(e)  of  P.L.  99-509.  This  report:  (1)  discusses 
the  motivatic«s  for  relative  vcilue  scales,  and  the  resource-based 
relative  value  sccile  (RBRVS)  being  developed  at  the  Harvard  School  of 
Public  Health,  (2)  discusses  liitdtaticaTs  of  Medicare's  current  physician 
payment  system,  (3)  explairs  how  the  RBRVS  was  ocrjstructed,  (4)  critiques 
the  RBRVS  and  describes  additicaTcil  research  and  development  being 
undertaJcen,  and  (5)  simulates  the  impact  of  various  RVS-based  fee 
schedules  including  Harvard's  RBRVS  formulaticgi  and  various  cKiditive 
modificaticaTS  of  RBRVS. 

The  third  report,  "InpleanentaticHi  of  a  Natiaial  Fee  Schedule,"  was 
mandatPfi  by  Sectioi  4056(c)(1)  of  P.L.  100-203.  This  r^xsrt:   (1) 
discusses  the  significant  nature  of  such  a  change  and  the  difficulties  of 
ensuring  accurate  budget  sensitive  payments,  vdiile  ensuring  adequate 
beneficiary  access  under  the  new  system,  (2)  identifies  the  lack  of 
uniformity  in  service,  ^jecialty  and  locality  definiticns  cis  creating 
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significant  fee  schedule  inplementaticxi  probleaas  and  points  out  that  the 
current  substantial  variatioi  across  the  54  Medicare  carriers  would  be 
neither  equitable  nor  expropriate  under  a  fee  schedule,  and  (3) 
identifies  numerous  ancillary  issues  v^ch  nust  be  addressed  sodi  as  the 
existing  anesthesiology  and  radiology  fee  schedules,  vfhether  site  of 
service  payment  differenticils  should  be  in  the  fee  schedule,  how  to  treat 
local  codes  and  modifiers,  and  v*iether  and  how  to  carryover  existing 
payment  rules  for  services  such  as  bilateral  procedures,  multiple 
surgery,  reduced  or  unusual  services  and  eissistants-at-surgery.  It 
recaimends  (1)  a  several-year  transiticxi  period,  (2)  uniform  code 
definiticxis,  and  (3)  Secretaricil  discreticxi  and  flexibility  to  address 
the  numerous  ancillary  issues  by  regulation  aDd/or  appropriate 
instructicns. 

In  additicai  to  these  three  r^orts,  a  brief  policy  document  outlining  and 
sunmarizing  the  Administratic»^'s  position  on  these  issues  is  enclosed. 
The  Administratiai  strraigly  si^jports  a  three-part  framework  for  physician 
payment  reform.  The  package  we  st?3port  includes  a  growth  target,  a 
resource-based  fee  schedule  and  beneficiary  protecticHis.  However, 
because  a  resouroe-tased  fee  schedule  edone  does  not  control  growth  in 
the  volume  and  intensity  of  physician  services  and,  indeed,  could 
exacerbate  it,  the  Administraticxi  would  not  support  such  a  fee  schedule 
if  it  is  not  linked  to  a  volume  COTitrol  mechanism  such  as  a  growth 
target.  In  addition  to  this  three-part  framework,  we  believe  strongly 
that  to  be  successful  such  a  policy  cilso  demands  investments  in 
effectiveness  research  and  a  straig  utilizatiai  review  program. 

Sincerely, 


Louis  W.  Sullivan,  M.D. 
Secretary 


Enclosures  (4) 


THE  SECRETARY  OF  HEALTH  AND  HUMAN  SERVICES 

WASHINGTON,  DC      20201 


OCT   I  8  1969 


Ihe  Hcxxjrable  Ibcmas  S.  Fol^ 

SpeaJcer  of  the  House  of  R^resentatives 

Vashirqtan,   D.C.  20515 

Dear  Mr.  Speaker; 

I  am  pleased  to  submit  three  physician  payment  R^»rts  to  OcsTgress: 
••Volume  and  Intensity  of  Hiysician  Services";  "Ttelative  Value  Scale  (RVS) 
for  Physician  Services";  and  "Inplementaticai  of  a  Natica^al  Fee 
Schedule".  Ihese  r^x>rts  reflect  requested  research  and  reconmendations 
on  Mediccune  payment  for  physician  s^irvices  and  edtemate  systems.  These 
r^orts  edso  form  the  basis  for  the  Administration's  three-^)art  reform 
package  for  physician  payment  policy  under  Medicare. 

The  first  r^»rt,  "Volume  and  Intensity  of  Physician  Services,"  was 
mandr^tPd  by  Section  4056(c)  (2)  of  P.L.  100-203.  This  r^xDrt:   (1) 
provides  background  informaticxi  on  the  volume  and  intensity  (VI)  of 
physician  services  issues  including  a  discussiai  of  factors  oc»itritiuting 
to  physician  expenditures  growth,  (2)  presents  trends  in  VI  growth  and 
reviews  the  research  cannissicaied  by  the  Department  to  analyze  Vl-related 
issues,  (3)  reviews  Medicare's  and  private  payers'  experiences  with  VI 
control  methods,  (4)  discusses  options  for  protecting  beneficiaries  and 
the  Medicare  program  frcro  the  iitpact  of  VE,  and  (5)  oax:ludes  with  a 
discussion  of  possible  inpacts  of  an  RBRVS  on  VI. 

The  seaxid  r^»rt,  "Relative  Value  Scale  (RVS)  for  Physician  Services," 
was  mandatpd  by  Secticai  9305  of  P.L.  99-272,  Section  4045(b)  of  P.L. 
100-203,  and  Section  9331(e)  of  P.L.  99-509.  This  r^»rt:  (1)  discusses 
the  motivaticsTS  for  relative  Vcdue  sceiles,  and  the  resouroe-beised 
relative  valxie  scsde  (RBRVS)  being  developed  at  the  Harvard  School  of 
Rjblic  Health,  (2)  discusses  limitaticxTs  of  Medicare's  current  physician 
payment  system,  (3)  e>q>lains  how  the  REBRVS  was  constructed,  (4)  critiques 
the  RBRVS  and  describes  additicaicil  research  and  developnnent  being 
undertaken,  and  (5)  siraulates  the  irrpact  of  various  RVS-based  fee 
schedules  including  Harvard's  RBRVS  fonrulation  and  various  additive 
modificatiOTTS  of  RBRVS. 

The  third  r^»rt,  "Inplementation  of  a  Natioial  Fee  Schedule,"  was 
mandated  by  Section  4056(c)(1)  of  P.L.  100-203.  This  report:  (1) 
discusses  the  significant  nature  of  such  a  change  and  the  difficulties  of 
ensuring  accurate  budget  sensitive  payments,  vAiile  ensuring  adequate 
beneficiary  access  under  the  new  system,  (2)  identifies  the  lack  of 
uniformity  in  service,  ^jecialty  emd  local i1^  def initials  as  creating 
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significant  fee  schedule  iitpleanentaticxi  probleans  and  points  out  that  the 
cajrrent  substantied  Vciriaticai  across  the  54  Mediccire  carriers  would  be 
neither  equitable  nor  apprcpriate  under  a  fee  schedule,  and  (3) 
identifies  nuinerous  ancillary  issues  v*iich  must  be  addressed  such  as  the 
existing  anesthesiology  and  radiology  fee  schedules,  v*iether  site  of 
service  payment  differentials  should  be  in  the  fee  schedule,  hew  to  treat 
IocclL  codes  and  modifiers,  and  vAiether  and  how  to  carryover  existing 
payment  rules  for  services  such  as  bilateral  procedures,  multiple 
surgery,  reduced  or  unusual  services  and  cissistants-at-surgery.  It 
recommends  (1)  a  several-year  transiticai  period,  (2)  uniform  code 
definiticxTS,  and  (3)  Secretarial  discreticai  and  flexibility  to  address 
the  numerous  ancillary  issues  by  regulaticai  and/or  ^^propriate 
instructicsTS. 

In  additicxi  to  these  three  r^orts,  a  brief  policy  document  outlining  and 
suratrarizing  the  Administration's  positicai  an  these  issues  is  enclosed. 
The  A±ninistratic«i  strcaigly  si^ports  a  three-part  framework  for  physician 
payment  reform.  The  package  we  support  includes  a  growth  target,  a 
resouroe-^Dased  fee  schedule  and  beneficiary  protecticaTS.  However, 
because  a  resource-based  fee  schedule  alcne  does  not  ccaitrol  growth  in 
the  volume  and  intensity  of  physician  services  and,  indeed,  could 
exacertate  it,  the  Administratic«i  would  not  si^port  such  a  fee  schedule 
if  it  is  not  linked  to  a  volume  ccaitrol  mechanism  such  as  a  growth 
target.  In  additicai  to  this  three-part  framework,  we  believe  strongly 
that  to  be  successful  such  a  policy  also  demands  investments  in 
effectiveness  research  and  a  strcaTg  utilization  review  program. 

Sincerely, 


Louis  W.  Sullivan,  M.D. 
Secretary 
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Conclusion  and  Recommendations: 
Reform  of  Medicare  Payment  For  Physician  Services 

The  Administration  strongly  supports  a  three-part  framework  for 
physician  payment  reform.   The  package  we  support  includes  a 
growth  target,  a  resource-based  fee  schedule  and  beneficiary 
protections.   However,  because  a  resource-based  fee  schedule 
alone  does  not  control  growth  in  the  volume  and  intensity  of 
physician  services  and,  indeed,  could  exacerbate  it,  the 
Adir.inistration  would  not  support  such  a  fee  schedule  if  it  is 
not  linked  to  a  volume  control  mechanism  such  as  a  growth 
target.   In  addition  to  this  three-part  framework,  we  believe 
strongly  that  to  be  successful  such  a  policy  also  demands 
investments  in  effectiveness  research  and  a  strong  utilization 
review  program. 

The  purpose  of  this  document  is  to  describe  in  detail  the 
recommendations  regarding  physician  reform  for  Medicare  payment 
for  physician  services. 

1.  Growth  in  the  volume  and  intensity  of  physician 
services. 

FY  1990  Medicare  expenditure  for  physician  services  will 
exceed  $27  billion.   Over  the  next  ten  years,  even  without  any 
program  expansions,  Medicare  spending  for  physician  services 
will  likely  triple.   These  rapidly  increasing  costs  are  borne  by 
the  nation's  taxpayers  and  by  Medicare  beneficiaries,  through 
increasing  premiums  and  coinsurance  payments. 

Unconstrained  increases  in  spending  will  not  necessarily 
lead  to  improved  health  care.   The  U.S.  spends  more  on  health 
than  any  other  country  in  the  world  —  $2,000  per  capita,  or 
twice  the  average  for  other  major  industrialized  countries. 
Yet,  health  statistics  fail  to  document  a  comparable  improvement 
in  health  care  outcomes.   Indeed,  a  growing  body  of  research 
raises  serious  questions  about  the  effectiveness  of  many 
commonly  used  medical  interventions. 

2.  A  growth  target  policy  is  the  most  promising  option  for 
moderating  increases  in  Medicare  spending. 

Under  a  growth  target,  future  physician  fee  updates  would 
be  adjusted  based  on  a  comparison  of  the  actual  and  target 
outlays  during  a  performance  period.   If  the  outlays  exceeded 
the  target,  the  update  would  be  reduced  proportionately. 
Because  growth  targets  operate  by  merely  adjusting  payment 
updates,  they  do  not  lead  to  rationing  or  other  inappropriate 
denials  of  care. 

In  this  respect,  growth  targets  are  similar  to  the 
current  system  in  which  Congress  repeatedly  has  been  forced  to 
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reduce  the  annual  physician  update  because  of  the  rate  of 
increase  in  outlays.   However,  there  is  an  important 
distinction.   Ad  hoc  payment  reductions  in  the  update  do  not 
create  any  framework  to  facilitate  a  constructive  response  to 
the  volume  issue  within  the  physician  community.   In  contrast, 
growth  targets  would  create  a  collective  incentive  to  encourage 
physicians  to  work  with  the  Medicare  program  to  identify  and 
correct  problems  related  to  unnecessary  care. 

3 .  A  growth  target  should  encourage  a  modest  slowing  in 
volume  growth. 

On  a  per  beneficiary  basis,  volume  has  increased  at  a 
6  percent  annual  rate  over  the  past  five  years.   A  growth  target 
should  aim  for  a  modest  reduction  in  this  rate.   This  would 
represent  a  realistic  and  achievable  goal  for  physicians. 

A  number  of  studies  have  shown  that  Medicare 
beneficiaries  often  receive  services  of  little  or  no  value  to 
their  health.   Recent  studies  by  RAND  Corporation  have 
documented  rates  of  unnecessary  surgery  in  the  15  to  30  percent 
range.   In  some  instances,  as  shown  by  RAND,  unnecessary  care 
can  actually  be  harmful  to  patients. 

4 .  Authority  for  an  "opt-out"  from  the  general  growth  target 
for  qualified  physician  groups  should  be  provided. 

Growth  targets  are  intended  to  reduce  the  rate  of 
increase  in  expenditures  by  reducing  unnecessary  care.   For  this 
to  happen,  a  linkage  must  be  established  between  the  broad 
collective  incentive  of  a  national  target  and  individual 
physician  practice  patterns.   A  variety  of  linkages  are  feasible 
and  should  be  encouraged. 

A  particularly  promising  approach  would  be  to  provide  an 
opt-out  for  qualified  physician  groups.   Physicians  could 
"choose  their  own  business  partners"  and  receive  payment  updates 
based  on  their  own  cost-performance.   This  would  provide  a  more 
direct  incentive  for  efficient  care. 

Annual  fee  update  for  physician  members  of  a  group  would 
be  based  on  the  group's  performance,  rather  than  on  national 
trends.   If  the  rate  of  increase  in  expenditure  for  services 
provided  by  the  group  increases  more  slowly  than  the  national 
target  rate  of  increase,  generally  the  group  would  receive  a 
higher  update  than  physicians.   Conversely,  the  group  could 
receive  a  lower  update  if  their  rate  of  increase  in  expenditures 
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increases  more  rapidly.   Adjustments  would  be  made  to  account 
for  case  mix,  demographics,  or  other  factors.   A  variety  of 
different  types  of  physician  groups,  PPOs,  non-risk  HMOs,  and 
local  medical  groups,  could  be  recognized. 

Because  of  the  very  limited  extent  of  financial  risk 
borne  by  the  group  (i.e.,  the  annual  update)  and  because 
individual  physicians  would  still  be  paid  on  a  fee-for-service 
basis  with  strong  incentives  to  provide  additional  care,  there 
would  be  little  risk  of  underservice .  Nonetheless,  each  group 
would  still  be  required  to  have  an  internal  quality  review  and 
assurance  program. 

There  would  be  no  change  in  current  policy  from  the 
standpoint  of  Medicare  beneficiaries  with  no  restriction  on 
choice  of  physician  and  no  change  in  copayments. 

5.  A  resource-based  fee  schedule  could  address  concerns  that 
have  been  raised  regarding  equity  in  payments. 

Some  physicians  have  pointed  to  differences  in  payments 
relative  to  physician  time  between  office  visits  and  technical 
services.   Others  have  questioned  differences  in  payments  for 
the  same  service  in  different  parts  of  the  country. 

Equity  is  a  consideration  in  government  policy,  and  a 
resource-based  fee  schedule  could  address  these,  and  other, 
perceived  inequities  in  Medicare  payments.   Nonetheless,  while 
equity  in  payments  is  a  goal  for  Medicare,  it  should  be  balanced 
against  other  important  goals  --  access  to  affordable  care  for 
beneficiaries  and  reasonable  costs  for  taxpayers. 

Thus,  Administration  support  for  a  new  Medicare  fee 
schedule  is  conditioned  upon  its  inclusion  in  an  overall  reform 
package  which  addresses  budgetary  and  beneficiary  concerns  as 
well . 

6.  The  effects  of  a  resource-based  fee  schedule  on 
access  to  care  cannot  be  predicted  with  confidence. 
This  argues  for  a  cautious  approach  toward  fee 
schedule  implementation. 

Medicare's  current  payment  system  has  succeeded  in 
providing  access  to  affordable  care.   Physicians  generally  are 
willing  to  treat  Medicare  patients  and  accept  Medicare's 
approved  charge  as  payment-in-full  ("accept  assignment")  for 
more  than  80  percent  of  services,  an  all-time  high. 

Changes  in  payment  under  a  resource-based  fee  schedule 
could  decrease  access  in  some  situations  and  increase  access  in 
others.   The  risk  of  an  adverse  impact  on  access  is  greatest 
where  specialty  and  geographic  redistributions  combine  to  result 
in  deep  fee  cuts.   Physicians  facing  such  cuts  might  reduce 
their  Medicare  case  load  or  might  choose  not  to  accept 
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assigninent .   Of  course,  increases  in  payments  in  other 
geographic  areas  could  have  the  effect  of  increasing  access. 

Nonetheless,  because  the  changes  in  payment  that  would 
result  under  the  fee  schedule  are  far  more  extensive  than 
previous  changes,  there  simply  is  no  reliable  basis  for 
predicting  the  response  of  physicians  either  in  terms  of 
willingness  to  treat  Medicare  patients  or  willingness  to  accept 
assignment.   This  uncertainty  argues  for  a  cautious  approach 
toward  fee  schedule  implementation. 

7.  A  resource-based  fee  schedule  does  little  to  address 
the  "volume"  problem.   Moreover,  a  resource-based  fee 
schedule  could  increase  costs,  if  not  implemented 
carefully.   Fee  schedule  legislation  should  protect 
against  the  risk  of  increased  outlays. 

Volume  is  the  primary  cause  of  rapidly  increasing 
Medicare  spending.   A  resource-based  fee  schedule  maintains 
unbundled  fee-f or-service  billing  which  is  an  important 
contributing  factor  in  volume  increases. 

Many  analysts  believe  that  a  resource-based  fee  schedule 
could  trigger  a  significant  increase  in  volume,  as  physicians 
who  face  payment  reductions  under  the  fee  schedule  attempt  to 
offset  reductions  by  increasing  billings.   This,  in  turn,  could 
lead  to  a  major  increase  in  Medicare  expenditures. 

As  a  practical  matter,  some  behavioral  adjustment  must  be 
made  when  setting  the  fee  schedule  conversion  factor.   Moreover, 
an  acceptable  fee  schedule  proposal  must  include  a  mechanism  for 
correcting  potential  errors  in  the  behavioral  assumption,  based 
on  a  comparison  between  projected  and  actual  outlays.   A  growth 
target  is  one  approach  that  could  be  used. 

8.  Although  initial  results  are  encouraging,  a 
resource-based  fee  schedule  is  not  yet  ready  for 
use  as  the  exclusive  basis  for  determining  all 
Medicare  payments. 

The  Harvard  study  suggests  that  use  of  resource  cost 
based  relative  value  scale  (RVS)  as  the  basis  for  a  new  Medicare 
fee  schedule  is  feasible.   However,  a  high  degree  of  precision 
is  needed  if  a  resource-based  fee  schedule  is  to  serve  as  the 
exclusive  basis  for  determining  Medicare  payments.  A  number  of 
substantial  technical  shortcomings  in  the  initial  study  have 
been  identified  and  are  being  worked  on. 

Consequently,  a  resource-based  RVS  is  not  ready  at  this 
time  for  use  as  the  basis  for  a  fee  schedule.   Necessary 
refinements  may  take  several  years.   HCFA  has  already  initiated 
work  on  completing  a  resource-based  RVS.   Significant  changes  in 
relative  values  are  likely  to  result  from  ongoing  and  planned 
activities. 
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9.  Adequate  lead  time  is  needed  to  permit  orderly 
implementation  of  a  schedule.   Fee  schedule  phase-in 
should  not  begin  until  1992. 

Hasty  implementation  greatly  increases  the  risk  of  major 
errors  in  establishing  fee  levels  and  would,  therefore,  put  at 
risk  the  financial  interests  of  the  government,  physicians,  and 
beneficiaries.   A  two-year  lead  time  is  needed  at  a  minimum  to 
prepare  the  ground  for  a  phase-in  of  resource-based  fee  schedule 
payments. 

A  major  task  during  this  period  would  be  the  forging  of  a 
uniform  national  payment  system  from  the  widely  differing 
systems  administered  by  the  53  Medicare  carriers.   Substantial 
differences  in  payment  policies  exist  at  the  carrier  level, 
particularly  with  respect  to  procedure  coding  and  the  geographic 
basis  for  payment  determinations.   These  diverse  policies  must 
be  conformed  to  a  single  national  policy  if  services  are  to  be 
equitably  reimbursed  on  the  basis  of  a  single  national  fee 
schedule. 

The  constraint  of  budget  neutral  (or  budget  sensitive) 
implementation  further  complicates  the  task.   This  requires  the 
development  of  a  "cross-walk"  between  current  payment  levels, 
based  on  current  coding  and  geographic  conventions,  and 
corresponding  payment  levels  under  the  new  uniform  national 
policies.   New  policies  must  be  specified.   Then,  a  period  of 
time  must  be  allowed  for  gathering  simultaneous  payment  data 
under  both  the  old  and  new  policies  and  for  development  of  the 
cross-walk  algorithms.   Ideally,  this  process  should  be 
completed  before  any  phase-in  of  resource-based  payment  is 
begun. 

10.  A  five-year  transition  should  be  provided  to 
minimize  risks  to  access  and  give  physicians 
time  to  adapt  to  changes  in  payment. 

Congress  provided  a  five-year  transition  for 
implementation  of  prospective  payment  for  hospitals.   In 
comparison,  implementation  of  an  resource-based  fee  schedule 
carries  great  risk  and  is  far  more  complex  from  a  technical 
standpoint. 

A  resource-based  fee  schedule  could  lead  to  major 
short-term  disparities  between  Medicare  and  non-Medicare 
payments.   These  disparities  could  cause  access  problems.   A 
five-year  transition  would  reduce  this  risk  by  giving  private 
insurers  an  opportunity  to  implement  similar  payment  reforms. 

A  five-year  transition  will  also  give  the  Congress  and 
Administration  an  opportunity  for  making  mid-course  corrections 
should  major  problems  arise  during  the  transition.   A  monitoring 
system  should  be  established  to  provide  early  warning  of 
potential  problems. 
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11.  Fee  schedule  implementation  should  not  preclude 
out-year  budget  savings. 

Some  have  argued  that  a  resource-based  fee  schedule 
should  be  implemented  in  a  "budget  neutral"  manner.   Budget 
neutral  implementation  implies  that  for  every  dollar  of 
"overpricing"  there  is  another  dollar  of  "underpricing".   There 
is  nothing  in  the  Harvard  study  to  support  this  conclusion. 

In  fact,  strong  arguments  can  be  made  to  support  the  view 
that  there  are  relatively  few  undervalued  services.   Access 
parameters,  including  a  record  80  percent  assignment  rate, 
suggest  that  Medicare  payments  are  generally  adequate. 
Moreover,  factors  that  weaken  normal  market  forces,  such  as 
insurance  and  inadequate  consumer  knowledge,  all  would  lead  to 
overpricing,  not  underpricing. 

12.  Balance  billing  limits  would  provide  financial  protection 
to  Medicare  beneficiaries. 

Limits  on  the  amounts  doctors  can  bill  Medicare  patients 
above  the  fee  schedule  amount  will  help  reduce  out-of-pocket 
costs  for  Medicare  beneficiaries.   Medicare  has  imposed  balanced 
billing  limits  since  1984,  and,  in  the  context  of  a  three  part 
package  we  believe  it  appropriate  to  continue  this  policy. 

13.  The  Secretary  should  have  flexibility  in  implementing 
the  fee  schedule  within  broad  parameters  ested)lished 
by  legislation. 

A  number  of  complex  technical  issues  will  need  to  be 
resolved  during  a  fee  schedule  transition.   While  every  effort 
should  be  made  to  anticipate  problems  in  advance,  given  the 
nature  of  complex  systems,  it  is  likely  that  some  important 
issues  will  only  be  identified  once  the  transition  is  underway. 
Flexibility  will  be  needed  to  overcome  these  problems. 

Implementation  of  a  national  fee  schedule  is  an 
enormously  complex  undertaking  —  far  more  complex  than 
implementation  of  the  prospective  payment  system  for  hospitals. 
The  complexity  of  the  task  is  evident  in  the  fact  that  there  are 
7,000  physician  payment  codes  (475  DRGs) ,  500,000  physicians 
(7,000  hospitals),  and  about  400  million  claims  (11  million 
inpatient  hospital  claims) . 

Flexibility  is  particularly  needed  with  regard  to  changes 
in  coding  policy.   Hundreds  of  millions  or  indeed  potentially 
billions  of  dollars  are  at  stake.   Certain  proposed  changes  in 
global  fee  and  visit  code  definitions  would  make  budget  neutral 
(or  budget  sensitive)  implementation  virtually  impossible. 
Moreover,  these  proposals  would  greatly  facilitate  unbundling 
and  upcoding  that  could  substantially  increase  out-year  costs. 
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Conclusion 

We  believe  we  have  a  responsibility  to  moderate  one  of 
the  most  distressing  trends  in  Medicare  payments:  consistent  and 
large  increases  in  the  physician  expenditures.   A  resource-based 
fee  schedule  alone  does  not  confront  this  issue  squarely,  and 
therefore  would  not  be  supported  by  the  Administration.   We 
believe  the  most  appropriate  policy  to  reform  Medicare  physician 
pa^TTients  is  a  legislative  package  consisting  of  a  growth  target, 
a  resource-based  fee  schedule,  and  beneficiary  protections. 
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EXEiCUnVE  SU^»1ARY 

This  r^xart  primarily  foojses  an  Part  B  physicians'  services  vAiicti 
account  for  about  60  percent  of  Part  B  services.  To  su{port  the 
producticai  of  this  r^xDrt,  the  Department  analyzed  nationed.  trends  in 
total  cillcwed  charges  for  physician  services,  coisulted  with  natiOTially 
recognized  heeilth  research  e^qjerts,  and  conmissiaied  four  extranurcil 
research  studies.  The  r^jort  provide  background  infomaticai  on  volume 
and  intensity  (VI)  issues,  including  a  discussic»i  of  factors  contributing 
to  physician  ej^jenditure  grcwth  (Chapter  1) ,  presents  trends  in  VI  growth 
and  reviews  the  research  canmissicxTed  by  the  D^)cirtitent  to  analyze  VI 
related  issues  (CSnapbsr  2) ,  reviews  Medicare's  and  private  payers' 
esqieriences  with  VI  control  methods  (Chc^ster  3) ,  discusses  opticais  for 
protecting  beneficiaries  and  the  Medicare  program  from  the  iirpact  of  VI 
(Chc^Tter  4) ,  and  concludes  with  a  disoussic^  of  possible  impacts  of  a 
resource-^aased  Relative  Vadue  Scale  (RBRVS)  on  VI  (Chapter  5) . 

Background.  In  FY  1990,  Medicare  ejq)enditures  for  physicians'  services 
will  exceed  $25  billicai.  Ejqjenditures  for  physicians'  services  are  the 
second  largest  ccnpOTjent  (after  ho^it£d.s)  of  Medicare  ^)ending  and  the 
third  largest  Federcil  domestic  program.  Over  the  past  10  years 
(1978-1987) ,  Medicare  physicians'  eaqjenditures  have  increcised  at  annual 
corpound  rates  of  16  percent.  Over  the  next  10  years,  even  without  any 
program  e:q»nsicns,  Medicare  spending  for  physicians'  services  will  likely 
triple.  About  the  year  2005,  total  Medicare  sfpending  is  eiopecbed  to 
exceed  ^)ending  an  Socicil  Security,  in  peirt,  because  of  the  rapid  increase 
in  physician  ^jending.  This  will  make  Mediceire  the  country's  largest 
entitlement  program. 

About  15  percent  of  the  increase  in  physician  spending  during  the  past 
10  years  was  due  to  an  increase  in  the  nuntoer  of  beneficiaries  v4io  have 
increased  at  about  2  percent  a  year.  About  40  percent  was  due  to 
increases  in  payments  per  service,  v^ch  are  largely  the  result  of 
adjustments  for  inflation.  About  45  percent  of  the  grcwth  resulted  frcm 
"residucil"  Vl-related  factors,  including  growth  in  the  nuntoer  of  services 
(including  those  frcm  new  services  and  technology) ,  and  shifts  from  less 
e^qpensive  to  more  expeansive  services  (greater  intensity) .  (See  Table  1.) 

Forces  driving  the  growth  in  VI.  VI  includes  all   factors  cartributing  to 
physician  expenditure  increeises  other  than  changes  in  payments  for 
individual  services  and  in  the  covered  population.  The  most  inportant 
aspect  of  Medicare's  physician  payment  system  is  that  it  gives  physicians 
and  beneficiaries  little  or  no  incentive  to  CCTitrol  VI  of  services. 

Idecdly,  a  full  e5q)lanation  of  factors  re^xaisible  for  Bart  B  grcwth 
would  be  developed  from  a  full  cliniceLL  and  econcmic  model  of  physician 
and  patient  b^iavior  that  incorporates  cill  cliniced  and  eooicKiic 
incentives  inherent  in  the  payment  practices  of  cLLl  third  party  payers. 
CcaTsidering  the  many  variables  determining  the  physician  services  market, 
it  is  not  realistic  to  expect  that  a  model  can  be  developed  that  can 
attribute  recent  changes  in  physician  expenditures  to  ^)ecific  factors. 
Problems  in  developing  a  full  model  are  conopounded  by  inadetjxate  data  and 
data  measurement  problems,  multiple  sinultaneous  changes  in  the  Mediccure 
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program,  technological  advances,  and  the  interactive  effects  of  Medicare 
and  other  third  party  payers. 

Nevertheless,  a  number  of  major  Vl-related  factors  can  be  identified 
that  either  affect  fiiysician  willingness  to  supply  services  or  affect 
beneficiary  demand  for  these  services.  Among  the  factors  driving  VI 
growth  are:  (1)  payment  incentives,  (2)  technology,  (3)  jAiysician 
willingness  to  provide  services,  and  (4)  factors  related  to  beneficiary 
demand  for  services. 

Payment  mechanisms  have  contributed  to  VI  growth  because: 

—  Medicare  still  pays  for  most  services  throu^  traditional 
fee-for-service  arrangements  in  vdiich  a  separate  payment  is  made 
for  each  service  rendered  by  the  0iysician.  Clearly  this 
arrangement  provides  few  incentives  for  efficiency  and  may 
actually  encourage  the  overprovision  of  services. 

—  Physicians  have  considerable  discretion  as  to  how  they  define  and 
report  services  they  provide.  Ihey  mi^t  assign  more 
remunerative  codes  to  services  for  v*iich  they  formerly  assigned 
less  remunerative  codes  ("i:5xx)ding")  or  they  mi^t  bill 
separately  for  services  for  vAiich  they  formerly  billed  under  a 
single  code  ("unbundling") . 

—  The  current  payment  system  contains  no  incentives  to  encourage 
0iysicians  to  reduce  charges  for  procedures  to  reflect 
technological  inprovements,  increased  experience,  and  other 
factors  that  might  lower  production  costs. 

—  Medicare  often  pays  more  to  specialists  than  nonspecialists  for 
similar  services,  and  specialists  represent  a  growing  fraction  of 
Medicare  providers. 

Technology  has  contributed  to  VI  growth  because: 

—  New  services  and  treatment  methods  have  emerged.  Many  of  the 
procedures  that  accounted  for  recent  growth  in  0iysician 
ejq)enditures  were  either  rarely  performed  or  unknown  vAien  the 
Medicare  program  was  legislated. 

Despite  research  on  the  effectiveness  of  services  for  certain 
specified  conditions,  there  is  little  research  base  for 
determining  v*iether  procedures  are  effective  in  many  of  the 
circumstances  in  vMch  they  are  used. 

Physicians'  willingness  to  provide  services  has  contributed  to  VI 
growth  because: 

—  Ihere  ar^  more  physicians  per  100,000  of  population  and  more  of 
those  physicians  are  trained  in  the  specialties  that  provide  the 
costly  hi^  technology  services. 
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—  Ihe  technology  to  provide  services  that  appear  useful  to  patients 
has  e^q^anded. 

—  The  risk  of  malpractice  suits  may  encourage  physicians  to  provide 
services  for  "defensive"  reasons. 

Patients  may  be  more  willing  to  receive  services  because: 

— ■   Services  have  become  available  for  conditions  that  were 

untreatable  20  years  ago  (e.g. ,  coronary  artery  bypass  grafts, 
total  joint  replacement) . 

—  Ihe  inconvenience  and  risk  of  many  services  has  drcpped 
dramatically  (e.g. ,  ambulatory  surgery,  decreased  operative 
times) . 

—  Medigap  coverage  has,  along  with  Lfedicaid  coverage  of  many 
Medicare  beneficiaries,  eliminated  some  or  all  coinsurance  costs 
for  about  80  percent  of  beneficiaries;  the  growth  in  acceptance 
of  assignment  has  reduced  the  cost  of  balance  billing.  As  a 
result,  many  beneficiaries  have  no  or  minimal  out-of-pocket  cost 
for  any  covered  medical  service. 

Research  in  support  of  this  report.  Considering  all  the  iitportant  factors 
affecting  VI  that  have  occurred  almost  simultaneously,  it  is  difficult  to 
separate  and  measure  their  relative  influence.  The  Department  made  an 
extensive  effort  to  gain  more  information  about  VI  issues  and  to  respond 
to  the  congressional  mandate.  National  trends  in  total  allowed  charges 
for  physicians'  services  were  examined  by  Health  Care  Financing 
Administration  (HCFA)  staff  using  national  Part  B  data  files.  The 
D^jartment  consulted  with  nationally  recognized  health  research  experts 
and  commissioned  four  extramural  research  studies  to  provide  data  on 
geographic  variation  in  eiqjenditure  growth  and  to  perform  a  wide  variety 
of  Vl-related  analyses.  Some  of  the  hi^ili<^ts  from  these  analyses  are 
summarized  belcw. 

Findings.  During  the  5-year  time  period  from  1982  throu^  1987,  total 
allowed  charges  for  physicians'  services  grew  frcm  $15.1  billion  to 
$26.6  billion,  an  $11.5  billion  increase  (76  percent).  By  type  of 
service,  the  increases  in  total  allowed  charges  between  1982  and  1987  were 
as  follows: 

o    Surgical  related  services,  including  surgery, 

assistant-at-surgery  and  anesthesia,  increased  by  85  percent  and 
accounted  for  42  percent  of  the  overall  increase  in  ejqjenditures 
for  physicians'  services. 

o   Medical  care,  primarily  physicians'  visits,  increased  by  52 
percent  and  accounted  for  an  additional  27  percent  of  the 
increase. 


1 
Allowed  charges  include  Part  B  trust  fund  ejqjenditures, 

beneficiary  deductibles,  and  coinsurance. 
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o    Consultations  increased  by  127  percent  and  accounted  for  6 
percent  of  the  overall  growth. 

o   Diagnostic  radiology  services  increased  by  133  percent  and 

accounted  for  12  percent  of  total  growth.  Therapeutic  radiology 
services  increased  by  109  percent  and  accounted  for  2  percent  of 
overall  growth. 

o    Clinical  lab  services  increased  by  84  percent,  accounting  for  11 
percent  of  overall  growth. 

Allowed  charges  for  physicians'  services  in  iipatient  settings 
increased  by  27  percent  between  1982  and  1987,  with  the  largest  increase 
occurring  between  1986  and  1987  (an  11  percent  increase) .  The  increase  in 
cillcwed  charges  for  physicians'  services  in  iipatient  settings  is  even 
more  striJcing  because  it  occurred  during  a  period  that  Medicare  hospital 
admissions  and  days  decreased.  Notably,  Medicare  physician  allowed 
charges  per  iipatient  admission  increased  by  10.6  percent  between  1986  and 
1987. 

Because  Medicare  allowed  charges  for  ^lysicians'  services  increased  by 
larger  amounts  in  other  settings,  the  share  of  spending  on  an  iipatient 
basis  went  from  62  percent  in  1982  to  45  percent  in  1987.  In  contrast, 
the  outpatient  d^jartroent  went  frcm  5  percent  to  16  percent  of  total 
allowed  charges  for  physicians'  services  during  this  period.  While  this 
shift  occurred  because  expenditures  for  ^lysicians'  services  in  outpatient 
settings  increased  more  than  five-fold,  the  very  rapid  year-to-year 
changes  occurred  before  1986. 

Three  of  the  studies  undertaken  with  funding  by  the  D^artment  provide 
data  for  selected  geograpAiic  areas.  The  Center  for  Health  Economics 
Research  (CHER,  1988)  r^»rted  that  during  the  period  1983-1986  for  the 
four  States  it  studied  (Alabama,  Connecticut,  Washington,  and  Wisconsin) , 
e>5)enditure  increases  per  beneficiary  varied  frcm  13.6  percent  in 
Wisconsin  to  46.4  percent  in  Washington  State. 

Mandex,  Inc. ,  (1988)  analyzed  spending  for  physicians'  services  in 
Indiana,  Washington,  South  Carolina,  South  Dakota,  and  North  Dalcota  from 
1983  to  1985..  Mandex  found  that  the  aggregate  es^jenditure  growth  ranged 
from  an  increase  of  10.5  percent  in  Noi±h  Datota  to  a  hi^  of  27.3  percent 
in  South  Carolina  over  the  2-year  period. 

The  Urban  Institute  (1988)  examined  ejqjenditure  growth  between  1983 
and  1985  by  region  using  a  5  percent  national  saitple  of  beneficiary  claims 
from  two  different  data  sources.  The  Urban  Institute  r^xjrted  that,  in 
general,  the  New  England  and  Middle  Atlantic  States,  as  well  as  the 
Mountain  region,  had  the  fastest  growth  rate  in  rfedicare  eq^enditures 
(19.1  percent,  18.8  percent,  21  percent,  respectively)  vAiereas  the  East 
North  Central  (11.5  percent)  and  Pacific  (10.2  percent)  regions  had  the 
slowest  growth  rates  for  the  2-year  period. 
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Additional  descriptive  data  from  these  studies  provide  inportant  clues 
as  to  types  and  places  of  service  that  have  e:5)erienoed  the  most  grcwth 
and  factors  that  drive  e35)enditure  growth  for  individucil  procedures. 
Despite  differences  in  methodology  and  data  sources,  these  studies  shew 
that  there  has  been  dramatic  growth  in  ambulatory  surgery,  especially  for 
cataract  surgery  and  procedures  such  as  colonoscopies.  This  suggests  that 
technologiccil  develcpnents  (e.g. ,  flexible  scopes  and  the  extracapsular 
technique  for  cataract  surgery)  are  an  irtportant  factor  affecting  growth. 
Ihese  studies  cLLso  indicate  that  there  has  been  some  i:px)ding  of  visits 
v*iich  ^3pears  to  vary  in  amount  across  States. 

Experience  with  VI  control  strategies.  The  r^xsrt  also  discusses  the 
esqjerienoes  of  Medicare,  Medicaid,  private  insurers,  and  Canada  with 
volume  control  strategies  for  physician  services.  The  Medicare  program 
and  the  carriers  conduct  medical  review,  on  either  a  prepayment  or  a 
postpayment  basis,  to  assure  that  payment  will  only  be  made  for  items  and 
services  that  are  reasonable  and  necessary.  HCFA  currently  mandates  13 
prepayment  screens  that  must  be  utilized  by  all  carriers.  During  FY  1989, 
carriers  spent  about  $56  million  to  conduct  pr^ayment  review  on  about  57 
million  claims.  According  to  data  from  the  Quarterly  Carrier  Medical 
Review  Report,   pr^jayment  review  provides  approximately  $10  in  program 
cost  savings  for  each  administrative  dollar  spent  in  si^port  of  the 
program. 

Postpayment  review  is  conducted  by  the  carriers  at  the  individual 
provider  level.  Carriers  select  individual  providers  (about  20,000  in 
lY   1988)  for  intensified  review  throu^  a  variety  of  techniques  such  as 
reviewing  practice  patterns  for  hi^  volume  procedures. 

During  FY  1988,  HCFA  spent  about  $14  million  on  postpayment  review. 
Using  current  techniques  that  measure  only  actual  savings,  carrier 
quarterly  r^xDrts  indicate  that  postpayment  review  saves  $1-2  in  program 
dollars  for  each  administrative  dollar  expended.  Postpayment  review  can 
provide  significant  but  lanmeasured  additional  savings  throu^  avoided 
costs,  such  as  thrco^  a  sentinel  and  educational  effect  in  the  jiiysician 
community  that  helps  reduce  inapprcpriate  billings. 

Many  State  Medicaid  programs  have  adopted  managed  care  initiatives  as 
authorized  by  the  Omnibus  Budget  Reconciliation  Act  (OBRA)  of  1981. 
Managed  care  is  perceived  by  these  States  as  an  alternative  to  the  control 
of  utilization  and  espenditures  throu^  limitations  on  eligibility  or 
payment. 

A  review  of  private  payer  VI  initiatives  was  silso  completed.  Results 
from  a  survey  of  111  commercial  health  insurance  carriers  that  are  members 
of  the  Health  Insurance  Association  of  America,  representing  132  different 
health  insurance  plans,  indicate  that  these  private  carriers  continue  to 
pay  primarily  for  services  using  traditional  fee-for-service  methods;  111 
of  the  120  plans  responding  to  the  survey  indicated  that  they  pay  using 
usual  and  customary  charges  (Pauly  et  al. ,  1988) . 

In  addition,  the  Canadian  experience  with  regard  to  volume  and 
e)penditure  control  was  reviewed.  The  absolute  level  of  Canadian  health 
care  esqjenditures  per  capita  is  well  under  Lftiited  States  per  capita 
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expenditures.  Nevertheless,  the  Canadian  ejqjerienoe  in  cx>ntrolling 
e35)enditures  must  be  discaossed  in  the  context  of  its  health  care  system. 
Since  1971  every  Canadian  province  has  paid  for  physician  services  under  a 
ccnprehensive  and  universal  health  insurance  program.  There  is  only  one 
payer  for  each  province  and  fee  levels  for  physicians'  services  are 
negotiated  between  provincial  government  health  r^resentatives  and 
professioncil  associations.  Althouc^  each  province  has  a  unique  payment 
system,  the  mediccil  associations  genercilly  determine  the  relative  fee 
levels  for  each  service  and  negotiate  annual  percentage  increases  in 
payments  with  the  provincial  governments.  In  effect,  the  approach  is  to 
control  total  expenditures  throu^  adjusting  fee  levels  rather  than 
attempt  to  directly  manage  or  control  volume. 

Options  for  controlling  the  impact  of  VI  Grtxvth  on  Medicare  outlays.  This 
r^xsrt  examines  four  general  types  of  options  for  controlling  the  impact 
of  VI  growth  on  Medicare  outlays: 

A.  Aggregating  payments. 

1.  Capitation 

2.  Geographic  capitation 

3.  Physician  capitation 

4.  Preferred  Physician  Organizations  (HOs)  and  other 

managed  care  arrangements 

5.  Bundling  of  physician  and  facility  payments/physician 

diagnosis  related  groups  (DIRGs) 

6.  Other  bundling  options 

7.  Improved  coding/definition  of  services 

B.  Incentives  targeted  to  beneficiaries 

1.  Beneficiary  cost  sharing 

2.  Second  surgical  cpinions 

C.  Influencing  physician  decisionmaking 

1.  Cliniccil  guidelines  and  effectiveness  research 

2.  Utilization  review  and  coverage  policy 

3.  Conflict  of  interest  niles 

4.  Adjusting  payments  for  services 

D.  Grcwth  targets 

In  evaluating  these  options,  we  consider  their  ability  to  control  the 
effect  of  VI  grcwth  on  outlays,  their  administrative  costs  and 
feasibility,  and  their  likely  effect  on  the  ajpropriateness  of  medical 
care,  on  beneficiary  liability  and  access  to  care,  and  on  physician  and 
beneficiary  behavior. 

Capitation.  Under  a  capitated  approach.  Medicare  makes  a  single  payment 
in  advance  for  all  covered  services  for  each  beneficiary.  In  contrast  to 
fee-for-service  based  payment  systems,  capitated  systems  provide 
incentives  for  providers  to  simultaneously  control  both  price  and  VI  and 
create  a  mechanism  to  control  Medicare  outlays.  Capitated  systems  have  a 
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number  of  related  advantages;  a  reduced  level  of  Federal  regulation  can  be 
achieved,  for  exaitple,  because  the  capitated  providers  can  be  assigned 
responsibility  for  payment  details. 

C^itated  care  is  successful  and  widespread  in  the  IMited  States,  and 
the  number  of  Medicare  beneficiaries  enrolled  in  c^itated  systems  has 
doubled  in  the  last  5  years.  Nevertheless,  only  3  percent  of  Medicare 
beneficiaries  are  enrolled  in  capitated  systems  and,  even  with  continued 
strong  grcwth,  other  strategies  are  necessary  for  the  short  and  medium 
term. 

Geographic  capitation.  A  geographic  capitation  system  would  put  an 
organization,  such  as  an  insurer  at  risk  for  j^ysicians'  services  provided 
to  all  Medicare  beneficiaries  living  in  a  geographic  area,  such  as  a  State 
or  carrier  service  area.  In  effect,  the  Federal  Government  would  buy  the 
Medicare  benefit  package  on  behalf  of  all  Medicare  beneficiaries  in  an 
area  at  a  fixed  price  frcm  a  single  underwriting  entity.  Comopetition 
could  be  encouraged  by  permitting  beneficiaries  to  enroll  in  other 
capitated  plans  in  the  same  area.  Under  this  approach,  Medicare  mi^t  be 
able  to  take  advantage  of  the  benefits  of  dealing  with  capitated  entities 
without  all  beneficiaries  enrolling  in  health  maintenance  organizations  or 
other  capitated  plans. 

Physician  capitation.  Another  alternative  to  making  capitated  payments 
for  all  Medicare  services  would  be  to  make  a  capitated  payment  to 
physician  groups  that  would  cover  scame  or  cill  Part  B  services.  As  with 
total  capitation,  physician  capitation  shifts  the  risk  of  increasing  VI 
frcm  the  Government  to  the  physicians,  thereby  changing  incentives. 

Services  covered  could  include  all  physician  services  or  a  package  of 
selected  services,  such  as  primary  care  along  with  outpatient  laboratory 
and  x-rays.  The  individual  primary  care  physician  or  grotp  practice  could 
receive  a  capitated  payment  for  the  primary  care  of  each  enrolled 
beneficiary.  An  advantage  of  physician  capitation  is  that  the  toteil 
amount  of  risk  is  less  than  v^en  all  services  are  capitated  becaijse  the 
relatively  more  expensive  hospital  costs  are  excluded  from  the  capitated 
payment. 

PPOs  and  other  managed  care  arrancrements.  A  PPO  is  a  network  of  providers 
v*io  agree  to  provide  health  care  services  under  certain  constraints  (such 
as  Icwer  fees  or  increased  utilization  revi&f)   in  exchange  for  e55)ected 
advantages,  such  as  protrpt  payment  and  an  increased  volume  of  patients. 
The  savings  from  PPOs  are  generally  achieved  throu^  efforts  such  as 
utilization  review,  hospital  precertification,  concurrent  review  of 
irpatient  days,  discounted  fees,  and  directing  patients  to  preferred 
providers. 

PPOs,  pr^jaid  plans,  and  other  insurance  programs  often  employ  case 
management  techniques  as  a  method  of  controlling  expenditures  for 
especially  es^jensive  patients  throu^  directly  managing  use  of  services, 
offering  special  benefits,  and  directing  patients  to  particular  sources  of 
care. 
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HCFA  is  develc^irjg  a  PPO  demonstration  involving  five  sites  to  test 
the  feasibility  of  offering  Ifedicare  beneficiaries  the  option  of  receiving 
managed  health  care  services  on  a  fee-for-service  basis. 

Bundling  physician  and  facility  payments/physician  ERGs.  At  present. 
Medicare  makes  a  separate  payment  for  each  physicians'  service  and  also 
makes  a  payment  to  the  facility  vhen  services  are  provided  in  facilities 
such  as  hospitals  and  ambulatory  surgical  centers  (ASC) .  VI  of  some 
physicians'  services  mi^t  be  controlled  by  making  a  single  payment  for 
all  associated  physician  charges.  Ihis  payment  could  be  ccaxbined  with  the 
payment  to  the  facilil^,  or  could  be  made  s^arately  to  a  physician  groi?) 
or  the  medical  staff.  In  general,  bundled  payments  contain  incentives  for 
providers  to  reduce  the  use  of  marginal  procedures  and  reduce  the 
opportunity  for  discretionary  billing  of  services.  There  are  many 
possibilities  for  developing  prospective,  per  case  payments  for  physician 
services,  such  as  including  selected  services  performed  in  ir^satient 
(e.g. ,  physician  WGs)   or  outpatient  hospitals  and  ASCs.  Medicare  has 
begun  implementation  of  a  demonstration  in  v*iich  a  single  payment  will  be 
made  for  all  services  associated  with  coronary  artery  bypass  surgery. 

Other  bundling  options.  There  are  other  less  extensive  bundling 
approaches  that  mi<^t  help  Ifedicare  to  achieve  cost  control  of  seme 
services  by  redefining  the  payment  unit  from  a  narrow  procedure  to  a  more 
conprehensive  packaging  of  services.  An  exairple  mi^t  be  to  devel<^ 
office  visit  packages  in  v*iich  the  visit  charge  would  include  all 
associated  ancillary  services  (e.g.,  lab  tests,  x-rays,  electro- 
cardiograms) .  Another  bundling  approach  would  be  to  include  the  office 
visit  charge  in  the  charge  for  some  minor  surgical  and  diagnostic 
procedures  such  as  skin  lesion  removals.  In  these  instances,  separate 
bills  for  visits  would  not  be  allowed  unless  it  were  clear  that  other 
significant  services  were  provided  during  the  visit. 

Improved  coding/definition  of  services.  More  precise  coding  rules  could 
reduce  both  li^jcoding  and  unbundling  for  seme  services.  One  area  in  v*iich 
i^xxxiing  is  of  special  concern  is  for  services  such  as  office  visits, 
hospitcil  visits,  and  consultations  (Office  of  Inspector  General  r^xDrt, 
1989) .  Possible  solutions  could  be  to  collapse  the  number  of  codes  used 
for  payment  purposes  or  to  incorporate  time  spent  by  the  physician  in 
providing  the  service. 

Influencing  patient  behavior. 

Beneficiary  cost  sharing.  Currently,  Ifedicare  beneficiaries  are 
responsible  for  the  first  $75  of  covered  services  before  Medicare  begins 
to  pay  for  service.   (This  "deductible"  amount  was  set  at  $50  in  1966  and 
was  raised  to  $60  in  1973  and  $75  in  1982.)  After  the  deductible  is  met, 
the  beneficiary  is  responsible  for  20  percent  of  the  allowed  charge  per 
service  and,  for  unassigned  claims,  any  amount  by  vAiich  the  actual  charge, 
as  limited  by  the  maximum  allowable  actual  charge,  exceeds  the  allowed 
charge.  The  goal  of  cost  sharing  is  to  give  beneficiaries  an  interest  in 
selecting  less  costly  providers  and  in  questioning  the  necessity  of 
services  by  making  them  more  sensitive  to  cost. 
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Second  surgical  opinion  prograins  (SSOP) ,  Surgery  accounted  for  about  41 
percent  of  the  total  increase  in  piiysician  spending  over  a  recent  5-year 
period  (1982-1987) .  In  an  atterrpt  to  reduce  unnecessary  risk  to  patients 
and  control  surgical  spending,  Medicare  and  many  private  payers  and 
Medicaid  prograins  use  SSOPs  to  ensure  that  the  proposed  surgery  is 
medically  necessary.  Ifedicare  encourages  second  surgical  opinions  by 
paying  for  them  and  by  maintaining  hotlines  throu^  v^iich  beneficiaries 
can  obtain  names  of  physicians  qualified  to  provide  second  or  even  third 
opinions.  In  addition,  as  required  by  the  Consolidated  Omnibus  Budget 
Reconciliation  Act  of  1985  (P.L.  99-272) ,  Peer  Review  Organizations  (FROs) 
subject  at  least  10  surgical  procedures  to  pre-admission  anchor 
pre-procedure  review  and  may  require  a  second  c^inion  v*ien  appropriate. 

Influencing  physician  behavior. 

Clinical  guidelines  and  effectiveness  research.  Clinical  guidelines  and 
effectiveness  research  seek  to  provide  physicians  and  others  with 
information  to  assist  in  determining  the  type  of  care  that  should  be 
rendered  to  a  particular  patient.  Effectiveness  research  may  have 
iiiplications  regarding  v*iat  services  will  be  covered  even  thou^  the 
primary  goal  is  to  influence  decisionmaking  by  providing  better  data.  The 
argument  for  this  strategy  is  the  shortage  of  consensus  and  hard  data  as 
to  v^en  procedures  should  be  done.  It  should  be  noted  that  neither 
guidelines  based  on  consensus  nor  effectiveness  research  will  necessarily 
reduce  VI  of  services;  effectiveness  research  could  lead  to  increased  use 
of  sone  services. 

Utilization  review  and  coveracre  policy.  Utilization  review  d^)ends  on 
organizations  such  as  Medicare  carriers,  FROs,  insurers,  and  medical 
societies  to  change  fiiysician  behavior  throu^  education,  withholding 
payment,  or  other  sanctions.  Utilization  review  may  c^jerate  three  ways: 
(1)  prospectively,  before  service  is  rendered,  throu^  methods  such  as 
pre-admission  screening  and  second  surgical  opinions,  (2)  concurrently, 
throu^  monitoring  care  during  treatment,  and  (3)  retrospectively,  throu^ 
reviews  of  claims  and  medical  records,  either  before  or  after  payment  is 
made.  It  mi^t  be  possible  to  increase  utilization  review  activities  for 
physicians  with  large  increases  in  Medicare  VI,  or  in  geograpAiic  areas 
v*iere  the  number  of  procedures  per  beneficiary  is  largest.  Coverage 
policy  is  closely  related  to  utilization  review,  althou^  the 
administrative  structures  are  different.  Coverage  policy  is  the  method  by 
v*iich  Medicare  defines  the  services  for  vAiich  it  will  pay  and  the 
circumstances  in  viiidh  it  will  pay. 

Conflict  of  interest  rules.  There  is  a  potential  conflict  of  interest  any 
time  a  physician's  decision  regarding  providing  or  ordering  a  service  may 
increase  his/her  profit.  In  a  fee-for-service  system,  some  such  conflicts 
are  inevitable,  but  certain  situations  create  even  more  powerful 
conflicts.  For  example,  conflict  of  interest  concerns  are  raised  by  the 
possibility  that  0iysicians  mi^t  overprescribe  drugs  v*ien  they  dispense 
them  directly  to  patients.  Conflict  of  interest  concerns  are  also  raised 
vdien  physicians  own  imaging  facilities  or  laboratories  to  vAiich  they  refer 
patients.  Subsequent  growth  in  VI  of  those  services  raises  inevitable 
suspicions  in  the  minds  of  the  public  and  Federal  officials.  There  is 
little  direct  evidence  about  actual  inducements  resulting  from  such 
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arrangements,  and  cx)nsequently,  as  to  the  savings  that  forbidding  such 
referrals  mi^t  achieve.  In  areas  v*iere  the  physicians  owned  the  only 
facilities,  conflict  of  interest  rules  mi^t  even  create  barriers  to  care. 

Adjusting  payments  for  services.  Soatne  econcmists  believe  that  inequitable 
payment  rates  mi^t  create  economic  incentives  for  physicians  to 
inapprcpriately  perform  some  services  (Hsiao  et  al.,  1988) .  This  suggests 
that  it  mi^t  be  possible  to  moderate  volume  growth  of  seme  services 
throui^  selected  payment  adjiastments  based,  for  exairple,  on  inherent 
reasonableness  or  on  recent  research  on  relative  values  for  physician 
services.  It  is  unlikely,  hcwever,  that  modifying  relative  payment 
amounts  could  result  in  a  significant  slowing  of  volume  grcwth.  Basic 
fee-for-service  incentives  to  increase  volume  would  remain  in  place. 
Furthermore,  physicians  mi^t  respond  to  decreased  payments  by  atteitpting 
to  recoup  lost  inccane  in  uipredictable  ways  (e.g. ,  by  increasing  volume  of 
the  service  receiving  the  reduced  payment  or  by  inajprtpriately  performing 
other,  more  profitable  services) . 

Growth  tarcfets.  Growth  targets  can  be  set  by  determining  in  advance  an 
acceptable  level  of  aggregate  Medicare  expenditures  for  a  given  geograjAiic 
area  and  time  period.  A  widely  discussed  model  would  vary  the  annual 
physician  fee  i;5)date  based  on  a  coirparison  between  actual  and  targeted 
program  outlays  in  a  preceding  period.  Growth  targets  can  be  set  at  the 
national  level  or  at  some  other  geographic  level.  Medicare  could  set  a 
growth  target  for  the  year  for  a  group  of  services,  all  physician 
services,  sill  Part  B  services,  or  even  all  Part  A  and  Part  B  services. 
This  method  would  not  control  VI  directly,  but  could  shield  Medicare  trust 
funds  fron  the  iiipact  of  VI  growth  since  costs  to  rfedicare  would  be 
controlled  directly  through  the  payment  per  service. 

Althou^  growth  targets  raise  policy  issues  that  are  discussed  in  the 
r^xDrt,  they,  in  fact,  do  not  reflect  a  major  change  from  recent  policy 
ejqserience  vAiereby  the  Medicare  annual  payment  update  has  been  reduced  to 
partially  offset  large  expenditure  increases.  A  growth  target  has  one 
potential  advantage  ccatpared  with  this  de  facto  policy.  Growth  targets 
are  intended  to  create  a  collective  incentive  to  encourage  the  medical 
ccramunity  to  work  cooperatively  with  the  Medicare  program  to  identic  and 
correct  prc±)lems  related  to  unnecessary  care.  A  more  dii^ect  linlcage 
between  the  collective  incentives  of  the  growth  target  and  the  practice 
patterns  of  individual  physicians  mi^t  be  established  by  an  "opt-out" 
cption  for  qualified  jAiysician  groups.  Under  this  policy,  a  j^ysician 
group  (such  as  a  PPO  or  a  hospital  medical  staff)  could  cpt-out  of  the 
general  growth  target.  Such  a  groip  would  then  receive  a  fee  Lpdate  based 
on  the  cost  performance  of  the  group  in  relation  to  the  target  rate.  This 
would  provide  incentives  for  physician  groups  to  be  organized  to  provide 
care  in  a  cost-effective  manner. 

A  variety  of  design  questions  would  need  to  be  addressed  to  develop  a 
growth  target  policy.  These  include:  (1)  the  range  of  services  to  be 
included  in  the  target,  (2)  vdiether  the  target  should  apply  at  a  national, 
statewide,  or  substate  basis,  (3)  v^iat  factors  should  be  used  to  establish 
and  ijpdate  the  target,  (4)  the  nature  of  the  fee  adjustment  that  would 
result  if  the  target  is  exceeded,  (5)  vAiether  there  should  be  a  withhold 
from  current  year  payments  or  an  adjustment  in  fee  levels  in  the 
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subsequent  year  after  the  end  of  the  target  period,  and  (6)  v*iether  there 
should  be  an  opt-out  for  qualified  physician  grot^js,  and  if  so,  vdiat  the 
terms  of  the  policy  should  be. 

Impact  of  RBRVS  on  VI.  For  years  econcanists  have  inconclusively  debated 
vdiether  growth  in  VI  was  driven  predominantly  by  physicians  inducing 
patients  to  accept  services  or  by  patient  demand.  This  debate  has  usually 
focused  around  issues  such  as  v^ether  physicians  seek  to  attain  a  target 
income  and  viiether  f*iysicians  can  induce  demand  for  their  services.  This 
debate  has  important  inplications  for  the  iitplementation  of  an  RBFVS  for 
payment  purpose  such  as  the  one  being  developed  by  Hsiao  (1988)  and  other 
researchers  at  Harvard  l&iiversity  under  a  cooperative  agreement  with  HCFA. 

It  is  clear  from  preliminary  analyses  that  most  RERVS-based  payment 
schemes  irtplemented  in  a  budget  neutral  fashion  would  substantially  alter 
payments  for  a  significant  number  of  services,  generally  increasing 
payments  for  visits  and  decreasing  payments  for  many  surgical  procedmres. 
Under  many  scenarios,  these  payment  changes  could  be  substantially  greater 
than  any  previous  payment  change  implemented  by  the  Medicare  program. 
Thus,  there  is  no  precedent  from  v4iich  to  predict  confidently  how 
physicians  can  or  will  respond  to  payments  based  on  an  RERVS.  Response  is 
likely  to  d^)end  not  only  on  physicians'  ability  to  recoi^*  losses  by 
inducing  volume,  but  also  on  many  other  factors  such  as  ability  to 
substitute  other  services,  the  amount  of  discretion  the  physician  has  as 
to  billing  for  services,  the  degree  of  jiiysician  d^iendence  on  inccatne  frcan 
Medicare,  ability  to  recapture  Medicare  losses  frcsn  non-Medicare  patients, 
and  on  v*iether  other  payers  also  adept  payment  schedules  based  on  RERVS. 

Projections  of  physician  response  to  an  RERVS  are  uncertain. 
Nevertheless,  this  response  is  iitportant  for  two  reasons:  (1)  Budget 
impacts  would  need  to  be  assessed  if  an  RERVS  were  adc^)ted  as  a  basis  for 
payment.  Analysis  of  budget  irrpacts  would  require  a  prediction  of  how 
great  a  volume  of  services  will  be  provided,  and  this  volume  depends,  in 
turn,  on  hew  much  specialists  increase  their  volume  of  services  to  recoup 
reduced  payments.  (2)  If  there  is  a  substantial  induction  of  demand  by 
0iysicians  in  response  to  decreased  payments,  Ifedicare's  prdDlems  with  VI 
growth  mi^t  become  appreciably  worse. 

Because  of  this  uncertainty  as  to  behaviorial  response,  the  most 
prudent  approach  to  iitplementing  an  RERVS  mi^t  be  to  adept  an  esqjenditure 
growth  target  that  would  enable  Medicare  to  take  car^  of  any  behaviorial 
response  as  it  took  place.  A  growth  target  would  also  taJce  account  of 
features  of  irrpleroentation  that  could  not  be  made  precisely  budget 
neutral,  such  as  changes  in  global  fee  definitions  and  changes  in 
geographic  areas  used  for  payment  determinations. 
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CHAPTER  1 
JNTPOOJCTIOH 

STAIUIORY  RBQUIREMENr 

Section  4056(c)  (2)  of  Public  Law  100-203,  the  Omnibus  Budget 
Reconciliation  Act  (OERA)  of  1987,  requires  the  Secretary  of  Health  and 
Human  Services  (HHS)  to  study  the  following  issues  related  to  volume  and 
intensity  (VI)  of  jiiysicians'  services: 

(A)  Historical  trends, 

(B)  Geographic  variations, 

(C)  An  analysis  of  the  effectiveness  of  methods  currently  used  to 
insure  that  payments  are  made  only  for  services  that  are 
medically  necessary, 

(D)  Alternative  methods  to  control  volume  of  service,  and 

(E)  The  iirpact  of  the  iitplementation  of  a  relative  value  scale  on  VI 
of  0iysicians'  services. 

Ettysician  services  defined.  This  report  primarily  focuses  on  Part  B 
physicians'  services.  These  services  include  those  Medicare  Part  B 
services  that  contribute  directly  to  the  diagnosis  or  treatment  of  an 
individual  patient,  are  personally  furnished  by  a  fiiysician,  and 
ordinarily  require  performance  by  a  jAiysician.  Some  additional  services 
(e.g.,  some  clinical  laboratory  services)  are  included  in  some  of  the 
tables  in  this  report  in  order  to  illustrate  trends.  Services  included  in 
this  report  account  for  about  60  percent  of  Part  B  services.  This 
report  addresses  noiphysician  Part  B  services  only  to  the  extent  that 
0iysician  services  directly  result  in  certain  payments  such  as  outpatient 
facility  fees. 

VI  OF  PHYSICIANS'  SERVICES:  THE  PROBLEM 

In  FY  1990,  eiqjenditures  for  0iysician  services  under  the  Medicare 
prxjgram  will  exceed  $25  billion.  Ejqjenditures  for  j*iysicians'  services 
are  the  second  largest  conponent  (after  hospitals)  of  Medicare  spending. 


1  ... 

Part  B  expenditures  specifically  excluded  frcan  this  report 

include:   (1)  all  services  (primarily  facility  fees)  that  are 

billed  by  outpatient  hospitals,  ambulatory  surgical  centers  (ASCs) , 

and  other  norphysician  providers,  (2)  durable  medical  equipment  aixi 

other  supplier  services  such  as  amtxilance,  and  (3)  grotp  practice 

pre-paynnent  plans. 
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and  the  third  lairgest  Federal  domestic  program.  Over  the  past  10  years 
(1978-1987) ,  Medicare  0iysician  es^jenditures  have  increased  at  annual 
cortpound  rates  of  16  percent.  Over  the  next  10  years,  even  without  any 
program  ej^ansions,  ffedicare  spending  for  physicians'  services  will  likely 
triple.  Furthermore,  about  the  year  2005,  total  Medicare  spending  is 
ej^jected  to  exceed  spending  on  Social  Security,  in  part,  because  of  the 
rapid  increase  in  physician  spending.  This  will  make  Medicare  the 
country's  largest  entitlement  program. 

About  15  percent  of  the  increase  during  the  past  10  yeairs  was  due  to 
an  increase  in  the  number  of  beneficiaries,  v^o  have  increased  at  about 
2  percent  a  year.  About  40  perr^nt  was  due  to  increases  in  payments  per 
service,  v*iich  are  largely  the  result  of  adjustments  for  inflation.  About 
45  percent  of  the  grotf/th  resulted  from  "residual"  Vl-related  factors, 
including  growth  in  the  number  of  services  (including  volime  increases 
from  new  services  and  technology) ,  and  shifts  from  less  expensive  to  more 
expensive  services  (greater  intensity) . 

The  r^xDrt  provides  background  information  on  VI  issues,  including  a 
discussion  of  factors  contributing  to  physician  e^^jenditure  growth 
(Qiapter  1) ,  presents  trends  in  VI  growth  and  reviews  the  research 
cotranissioned  by  the  D^artment  to  analyze  VI  related  issues  (Chapter  2) , 
reviews  Medicare's  and  private  payer's  experiences  with  VI  control  methods 
(Chapter  3) ,  discusses  options  for  protecting  beneficiaries  and  the 
Medicare  program  from  the  inpact  of  VI  (Chapter  4) ,  and  concludes  with  a 
discussion  of  possible  iirpacts  of  a  resource-based  relative  value  scale 
(PEKVS)  on  VI  (Chapter  5) . 

FACTORS  AFFECTING  EXPENDITORES  FOR  FHYSICIANS'  SERVICES 

Ihree  major  forces  drive  increases  in  Medicare  expenditures  for 
pdiysicians'  services:  price  increases,  change  in  the  size  and  ccarposition 
of  the  beneficiary  pqpulation,  and  growth  in  VI  of  services  to  members  of 
the  population  including  technology  and  new  services.  After  briefly 
reviewing  the  first  two  forces,  the  remainder  of  this  chapter  discusses 
forces  driving  increases  in  VI. 

Price  Increases.  Prior  to  a  fee  freeze  in  July  1984,  the  Medicare 
prevailing  charge  screen  was  generally  updated  annually  by  the  Medicare 
Economic  Index  (MEI) ,  v*iich  reflects  increases  in  physicians'  practice 
costs  (see  /^pendix  A) .  MEI-adjusted  prevailing  charges  have  been 
increased  several  times  since  iitplementation  of  the  freeze.  On  May  1, 
1986,  adjusted  prevailing  charges  were  increased  by  ip  to  4.15  percent  for 
participating  pAiysicians  only,  and  on  January  1,  1987,  adjusted  prevailing 
charges  were  increased  by  i:p  to  3.2  percent  for  all  physicians.  Effective 
for  services  rendered  April  1,  1988,  adjusted  prevailing  charges  for 
primary  care  services  p)erformed  by  a  p>articipating  fAiysician  were 
increased  by  15)  to  3.6  percent,  vAiile  other  physicians'  services  performed 
by  a  participating  physician  increased  by  i:p  to  1.0  percent.  For  January 
1989,  adjusted  prevailing  charges  for  primary  care  services  performed  by  a 
participating  physician  increased  by  3.0  percent,  v*iile  all  other 
0iysician  services  performed  by  a  participating  pAiysician  increased  by  up 
to  1.0  piercent. 
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In  addition,  there  have  been  other  recent  payment  changes  that  affect 
prices  (see  Trustees'  r^xjrts  for  1987  and  1988) ,   such  as  the  reductions 
for  overpriced  surgical  proceduires,  the  differential  payments  for 
participating  and  noiparticipating  jAiysicians,  and  a  bonus  for  primary 
care  services  provided  in  rural  health  maipcwer  shortage  areas.  Allowed 
charges  can  increase  in  other  ways  in  addition  to  the  increases  in 
adjusted  prevailing  charges.  For  example,  custcatary  charges  that  are 
below  the  adjusted  prevailing  can  increase  more  rapidly  than  the  MEI. 

Annual  increases  in  Medicare  allowed  charges  per  service  have  usually 
been  lower  than  the  general  rate  of  inflation  in  physician  fees.  For 
exaitple,  from  1967  to  1986,  the  net  increase  in  allowed  charges  per 
service  was  greater  than  the  increase  in  the  physician  fee  conponent  of 
the  Consumer  Price  Index  only  three  times  (Trustee's  r^xDrt,  1988) .  While 
price  increases  have  been  responsible  for  a  significant  portion  of  the 
total  ejqsenditure  increases  per  beneficiary  over  the  past  10  years  (about 
40  percent) ,  it  is  clear  that  factors  other  than  price  increases  per 
service  are  responsible  for  total  program  expenditure  increases. 

Growth  and  aqincf  of  Medicare  population.  The  number  of  beneficiaries 
covered  by  the  Part  B  program  increases  at  a  rate  of  about  2  percent  per 
year.  In  addition.  Medicare  beneficiaries  are  increasingly  consisting  of 
an  older  age  mix.  For  exanple,  in  1966,  6.2  percent  of  Part  B 
beneficiaries  were  aged  85  or  greater,  vAiereas  by  1986  this  percentage 
increased  to  10.3  percent.  While  this  change  in  age  mix  has  possible  long 
run  iitplications,  it  is  unlikely  to  have  contributed  much  to  the  recent 
rapid  increases  in  Part  B  ej^jenditures  because  the  changes  in  age  mix  are 
so  gradual.  It  is  estimated  that  for  the  year  ending  June  30,  1988,  aging 
of  the  Medicare  population  accounted  for  only  about  $4  million  of  a 
projected  $3.9  billion  increase  in  incurred  benefits  for  the  elderly. 

Vl-related  factors.  VI  includes  all  factors  contributing  to  physician 
e55)enditure  increases  other  than  changes  in  payments  for  individual 
services  and  in  the  covered  population.  Ihe  roost  iirportant  aspect  of 
Medicare's  pAiysician  payment  system  is  that  it  gives  physicians  and 
beneficiaries  little  or  no  incentive  to  control  VI  of  services. 

Ideally,  a  full  e3q)lanation  of  factors  responsible  for  Part  B  growth 
would  be  developed  fron  a  full  clinical  and  economic  model  of  pAiysician 
and  p)atient  behavior  that  incorporates  all  clinical  and  econcanic 
incentives  inherent  in  the  payment  practices  of  all  third  p>arty  payers. 
Considering  the  many  variables  determining  the  pAiysician  services  market, 
it  is  not  realistic  to  expect  that  a  model  can  be  developed  that  can 
attribute  recent  changes  in  physician  esqjenditures  to  specific  factors. 
Problems  in  developing  a  full  model  are  ccmpounded  by  inadequate  data  and 
data  measurement  problems,  multiple  siraultaneojus  changes  in  the  Medicare 
program,  technolcjgical  advances,  and  the  interactive  effects  of  Wtedicare 
and  other  third  p)arty  payers. 

Time  series  data  are  very  limited  because  until  very  recently  there 
was  no  cxatnmon  procedure  coding  systom  and  there  were  no  nationally 
representative  data  files  containing  detailed  ccjunts  of  prcx::edures. 
Moreover,  two  of  the  four  Part  B  Medicare  annual  data  (EMAD)  files  new 
available  for  time  series  analysis  are  saitple  files.  These  5  percent 
sample  files  of  providers  and  beneficiaries  cannot  easily  be  used  to  study 
small  areas. 
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Isolation  of  influential  variables  is  difficult  because  major  Medicare 
program  changes  occurred  almost  simultaneously,  such  as  the  physician  fee 
freeze,  lab  payment  changes,  the  iitplementation  of  the  Medicare 
participating  physician  program,  hospital  prospective  payment  system 
(PPS) ,  and  peer  review  organizations  (E5«Ds) .  Other  changes  cannot  be 
easily  identified  or  measured.  These  include  new  developments  in 
technology  and  medical  practice,  growth  in  ASCs,  reductions  in  private 
sector  use  of  inpatient  hospital  services,  changes  in  private  sector 
payment  methodologies,  private  sector  trenc3s  toward  more  patient  cost 
sharing,  and  fiiysician  price  discounting.  Nevertheless,  a  number  of  major 
Yl-related  factors  can  be  identified  that  either  affect  physician 
willingness  to  simply  services  or  affect  beneficiary  demand  for  these 
services.  These  factors  are  discussed  belcw. 

Forces  drivincf  the  qrcwth  in  VI.  Among  the  factors  driving  VI  growth  are: 
(1)  payment  incentives,  (2)  technology,  (3)  physician  willingness  to 
provide  services,  and  (4)  factors  related  to  beneficiary  demand  for 
services. 

Payment  mechanisms  have  contributed  to  VI  grcwth  because: 

—  The  fee-for-service  payment  system  gives  physicians  no  incentive 
to  contirol  grcwth  and  provides  direct  rewards  for  promoting 
grcMth. 

—  Hiysicians  have  considerable  discretion  as  to  how  they  define  and 
r^xjrt  services  they  provide.  They  might  assign  more 
remunerative  codes  to  services  for  v*iich  they  formerly  assigned 
less  remunerative  codes  ("i:5>coding")  or  they  mi^t  bill 
s^arately  for  services  for  v^ch  they  formerly  billed  under  a 
single  code  ("unbundling") . 

—  The  current  payment  system  contains  no  incentives  to  encourage 
physicians  to  reduce  charges  for  procedures  to  reflect 
technological  irtprovements,  increased  ejqjerience,  and  other 
factors  that  mi<^t  lower  production  cxDsts. 

—  Medicare  often  pays  more  to  specialists  than  nonspecialists  for 
similar  services,  and  specialists  represent  a  growing  fraction  of 
Medicare  providers. 

Technology  has  contributed  to  VI  grcwth  because: 

—  New  services  and  treatment  methods  have  emerged.  Many  of  the 
procedures  that  accounted  for  recent  growth  in  physician 
ejqjenditures  were  either  rarely  performed  or  un]<nown  vAien  the 
Medicare  prxxgram  was  legislated. 

—  Despite  research  on  the  effectiveness  of  services  for  certain 
specified  conditions,  there  is  little  research  base  for 
determining  v^iether  procedures  are  effective  in  many  of  the 
circumstances  in  v*iich  they  are  used. 

1-4 


Hiysicians  have  beccnve  more  willing  to  provide  services  because: 

—  Tliere  are  more  pAiysicians  per  100,000  of  population  and  more  of 
those  physicians  are  trained  in  the  specialties  that  provide  the 
costly  hi^  technology  services. 

—  The  technology  to  provide  services  that  appear  useful  to  patients 
has  expanded. 

—  The  risk  of  malpractice  suits  may  encourage  physicians  to  provide 
services  for  "defensive"  reasons. 

Patients  may  be  more  willing  to  receive  services  because: 

—  Services  have  become  available  for  conditions  that  were 
untreatable  20  years  ago  (e.g. ,  coronary  artery  bypass  grafts, 
total  joint  replacement) . 

—  The  inconvenience  and  risk  of  many  services  has  drc^ped 
dramatically  (e.g. ,  ambulatory  surgery,  decreased  operative 
times) . 

—  Medigap  coverage  has,  along  with  Medicaid  coverage  of  many 
Medicare  beneficiaries,  eliminated  some  or  all  coinsurance  costs 
for  about  80  percent  of  beneficiaries;  the  growth  in  acceptance 
of  assignment  has  ijeduced  the  cost  of  balance  billing.  As  a 
result,  many  beneficiaries  have  no  or  minimal  out-of-pocket  cost 
for  any  covered  medical  service. 

Issues  related  to  each  of  this  factors  are  summarized  belcw. 

Payment  incentives.  It  has  been  well  established  that  the  VI  of  j*iysician 
services  is  partly  affected  by  the  way  that  physicians  are  paid  for  their 
services  (Pauly,  1970;  Manning  et  al.,  1988).  For  example,  under  a 
fee-for-service  system,  0iysicians  receive  an  extra  payment  for  each 
service  rendered.  Thus,  under  a  fee-for-service  payment  system, 
physicians  have  strong  economic  incentives  to  maximize  the  number  of 
services  provided  in  order  to  increase  practice  income.  These  incentives 
to  increase  VI  are  not  present  in  some  alternative  payment  approaches, 
such  as  capitated  plans  vdiich  receive  a  lunp-sum  payment  for  all  car^ 
required  by  covered  beneficiaries  for  a  specified  time  period. 

Medicare  still  pays  for  most  services  thrx3u^  traditional 
fee-for-service  arrangements  in  v^ch  a  separate  payment  is  made  for  each 
service  rendered  by  the  physician.  Clearly  this  arrangement  provides  few 
incentives  for  efficiency  and  may  actually  encourage  the  overprovision  of 
services.  In  addition,  the  current  payment  system  contains  no  incentives 
to  encourage  physicians  to  reduce  charges  for  procedures  to  reflect 
technological  ijtproveroents,  increased  ei^jerience,  and  other  factors  that 
mi^t  Icwer  production  costs. 

Relative  pricing  of  procedures.  Hiysician  willingness  or  preference  to 
provide  specific  services  or  procedures  is  thou^t  to  be  at  least 
particilly  influenced  by  relative  payments  for  the  services.  Within 
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clinical  reasonableness,  relative  payment  levels  cculd  influence  clinical 
decisions  as  to  v^ch  services  to  provide  (Hsiao  et  al.,  1987) .  Scare 
services  could  become  "overpriced"  over  time,  for  exarrple,  because  the 
current  method  used  to  pay  for  physician  seirvices  contains  no  mechanism 
for  adjusting  payment  rates  to  reflect  changes  in  jiiysician  skill, 
productivity,  or  resources  necessary  for  providing  the  service. 

Shifts  in  distributions  of  procedure  codincr  ("upcodinq") .  Some 
E*iysicians'  services,  such  as  visits  or  consults,  are  described  by  a 
series  of  procedure  codes  for  vAiich  the  pAiysician  can  often  receive  a 
hi^er  payment  to  reflect  additional  or  more  intensive  services.  For 
exarrple,  the  current  coding  system  for  visits  has  six  coding  levels  with 
progressively  hi^er  payments.  One  way  for  jAiysicians  to  generate 
additional  inccane  or  to  counteract  price  freezes  or  reductions  is  to  bill 
for  raor&  expensive  visit  or  procedure  codes  than  previously  (e.g. ,  bill 
for  an  extended  visit  rather  than  for  an  intermediate  office  visit) . 
Ihere  are  substantial  reasons  to  believe  that  intensity  of  visits  is 
increasing.  Mitchell  et  al.  (1988)  documented  an  increase  in  the  length 
of  office  visits  in  the  1970s.  Upcoding  is  a  difficult  issue  to  analyze 
because  shifts  in  coding  mix  do  not  necessarily  iirply  irrprcper  billing  on 
the  part  of  physicians.  Medical  visit  coding  terminology  is  such  that 
physicians  have  discretion  to  report  the  same  service  using  different 
codes.  In  addition  to  iirprcper  coding,  there  could  be  other  factors  that 
led  to  increases  in  intensity  of  office  and  hospital  visits. 

Unbundling.  Unbundling  refers  to  the  sutaotiission  of  separate  bills  for 
services  that  were  previously  included  in  the  charge  for  another  service. 
For  exairple,  scroe  carriers  allow  separate  billing  for  patient  monitoring 
by  Swan-Ganz  catheters  v*ien  performed  during  certain  coronary  surgeries, 
such  as  artery  bypass  grafts.  In  addition,  surgeons  typically  bill  a 
single  glctoal  fee  for  a  surgical  procedure  that  includes  follcw-\:p 
visits.  While  most  carriers  have  screens  to  enforce  their  glcbal  fees, 
individual  piiysicians  mi^t  unbundle  services  if  they  have  historically 
used  a  broader  definition  of  a  gl(±»al  fee  than  the  carrier.  A  strategy  of 
preventive  packaging  of  selected  services  mi^t  prevent  future  unbundling. 

Shift  frxan  hospital  to  ambulatory  treatment  settings.  Because  of  a  number 
of  factors,  such  as  changes  in  medical  practice  and  technology,  incentives 
created  by  Medicare's  PPS  and  EKDs,  and  grcwth  of  ASCs  and  other 
ambulatory  centers,  jiiysician  services  have  grown  more  rapidly  in  office 
and  outpatient  settings  than  in  hospital  settings.  As  a  result,  the 
percentage  of  physician  expenditures  accounted  for  by  irpatient  hospital 
settings  dropped  free  61  percent  in  1983  to  47  percent  in  1986  (Table  2) . 
This  shift  has  several  iirplications  for  Part  B  spending,  some  of  v*iich 
increase  Part  B  p*iysician  spending  and  seme  of  v^ch  decrease  Part  B 
physician  spending. 

For  exarrple,  an  increase  in  Part  B  expenditures  mi^t  be  expected  for 
radiology  services  and  certain  special  tests  that  shifted  to  office 
settings.  This  results  because  v^en  the  service  is  performed  in  an 
inpatient  hospital  setting,  physicians  charge  only  for  professional 
interpretation  of  the  results,  viiereas  the  technical  portion  of  the 
service  is  covered  under  the  hospital  payirent  and  paid  under  Part  A.  In 
contrast,  v*ien  these  services  are  performed  in  an  office  setting,  the 
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physician  submits  a  bill  to  Part  B  for  both  the  professional  and  technical 
service.  This  shift  could  affect  Part:  B  expenditures  in  other  ways.  For 
exairple,  researchers  at  the  Center  for  Health  Economics  Research  (CHER) 
(1988)  hypothesize  that,  for  at  least  some  services,  hospital  and 
physician  services  can  partially  serve  as  substitutes  for  one  another. 
More  physician  visits  in  nonhospital  settings  mi^t  be  needed  to 
substitute  for  care  that  patients  would  have  received  from  nurses  and 
others  in  the  hospitcil  prior  to  the  recent  reductions  in  length  of  stay, 
especially  for  patients  v*io  are  discharged  earlier  or  vdio  are  never 
admitted.  It  is  also  possible  that  Medicare  is  now  being  charged  for  some 
test  interpretations  and  other  services  that  mi^t  have  been  previously 
performed  by  residents  in  teachir^  hospitals  v^o  cannot  charge  Part  B 
Medicare  and  that  were  not  billed  for  by  a  staff  physician. 

In  general,  however,  it  is  unclear  that  the  shift  from  hospital  to 
outpatient  settings  has  accounted  for  much  of  the  total  expenditure 
increase  for  j^ysicians'  services.  For  example,  shifts  frcm  inpatient  to 
outpatient  hospital  settings  generally  do  not  affect  physicians'  spending 
for  radiology  services  because  the  payment  for  the  technical  component 
would  be  included  in  the  facility  fee,  not  the  0iysician  fee.  Further, 
the  percentage  of  total  physician  expenditures  in  1987  accounted  for  by 
diagnostic  x-ray  was  only  about  4  percent  in  office  settings  and  2  percent 
in  outpatient  hospital  settings.  Because  they  account  for  such  a  small 
percentage  of  the  total  physician  ejqjenditures,  changes  in  spending  levels 
for  these  physicians'  services  cannot  account  for  much  of  the  overall 
^jending  increases  that  have  occurred.  Much  of  the  increased  e3q)enditures 
in  office  settings  is  prciDably  due  to  the  provision  of  additional  services 
beyond  those  involved  in  the  shift  in  place  of  service. 

In  addition,  Part  B  billings  for  many  other  services  are  unaffected  by 
place  of  treatment.  Global  fees  for  surgical  procedures  usually  cover 
both  the  surgery  itself  and  any  follow-up  visits  by  the  surgeon  during  a 
specified  time  period  vAiether  in  or  out  of  the  hospital.  Riysicians 
treating  patients  for  medical  conditions  submit  s^arate  charges  for  each 
visit  regardless  of  setting.  Shorter  hospital  stays  mi^t  actually 
decrease  ej^jenditures  to  the  extent  that  charges  for  office  visits  are 
lover  than  charges  for  catrparable  hospital  visits.  Shorter  stays  may  also 
reduce  the  opportunity  to  provide  services  such  as  radiology  and 
consultation  services.  Reductions  in  length  of  stay  result  in  fewer 
hospital  visits,  but  do  not  necessarily  result  in  an  equivalent  increase 
in  the  number  of  visits  in  amibulatory  settings.  For  example,  in  a  survey 
of  0iysicians'  post-hospital  office  visit  patterns  for  23  surgical 
procedures  (Rosenbach  et  al.,  1988),  f*iysicians  r^xDrted  virtually  no 
change  in  their  post-hospital  office  visit  pattern  between  the  pre-PPS  and 
post-PPS  time  periods  v*iile  length  of  stay  was  falling. 

Changes  in  paymients  for  lab  services.  There  have  been  important 
Vl-related  changes  in  paymients  for  lab  services  such  as  a  "direct  billing" 
provision  effective  July  1984,  vAiich  meant  that  physicians  could  no  longer 
bill  for  clinical  laboratory  services  that  they  did  not  personally 
perform.  It  is  believed  that  this  direct  billing  provision  mii^t  provide 
an  incentive  for  jAiysicians  to  set  up  labs  in  their  own  offices.  This 
possible  incentive  makes  it  difficult  to  distinguish  volume  changes  that 
mii^t  result  f rem  other  factors  such  as  technological  advances  or  the  fee 
freeze. 
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There  have  been  other  iitportant  Vl-related  changes  in  lab  services. 
Payments  for  lab  services  are  based  on  a  fee  schedule  that  requires  no 
beneficiary  coinsurance;  this  removes  an  incentive  to  restrain  i:ise  of 
these  services.  Seme  volume  changes  that  mi^t  appear  to  result  from 
changes  in  hospital  usage  may  actually  be  due  to  other  factors  such  as 
technology.  Pecent  technological  changes  in  lab  equipment,  inclxjding  the 
widespread  use  of  micrcprocessors,  have  significantly  reduced  tlie  size  and 
cost  of  seme  office  lab  equipment,  making  it  possible  for  physicians  to 
purchase  this  equipment  for  i;ise  in  office  settings.  Regardless  of 
hospital  usage  patterns,  physicians  vdio  cwn  their  cwn  equipment  will  have 
c|:portunities  as  well  as  incentives  to  increase  office  lab  tests.  Besides 
the  added  convenience  for  the  physician  and  patient  of  being  able  to 
perform  tests  in  office  settings,  there  are  strong  financial  incentives  to 
increase  voliime  both  to  increase  revenues  and  to  recoup  the  coital 
investment.  Lab  equipment  manufacturers  offer  anecdotal  si^jport  for  this 
argument  thrtxi^  advertisements  of  rapid  returns  on  investment  for  a 
variety  of  office  lab  and  testing  equipment. 

Other  program  payment  chancres.  There  have  been  a  number  of  program 
changes  that  either  diriectly  affect  physician  spending  levels  or  make  it 
difficult  to  obtain  and  analyze  trend  data  (see  Appendix  to  HHS,  1987c  and 
annual  Trustees'  R^»rts) .  For  exaitple,  prior  to  Octc±ier  1,  1983, 
hospitals  were  allcwed  to  combine  the  bill  for  the  professional  and 
technical  ccarponents  of  laboratory  and  radiology  services  (i.e.,  these 
services  were  not  s^arately  identifiable) .  Therefore,  data  for  services 
such  as  radiology  and  pathology  frcm  previous  periods  are  understated. 

Other  changes,  such  as  the  irrplementation  of  the  HCEA  ccmmon  procedure 
coding  system  (HCPCS) ,  which  is  based  on  Current  Procedure  Terminology 
(CPr-4) ,  mi^t  have  had  seme  effect  on  VI.  In  same  instances,  changes  in 
the  coding  system  mi^t  have  provided  more  (importunities  for  ipcoding, 
unbundling  or  other  billing  changes.  For  example,  HCPCS  contains  six 
office  codes  for  established  patients  v*iereas,  prior  to  the  iitplementation 
of  HCPCS,  many  carriers  used  only  two  or  three  codes  for  these  services. 

Technological  advances  in  health  care.  Technology  has  contributed  to  VI 
growth  because  new  services  and  treatment  methods  have  emerged.  While 
many  technical  advances  in  health  care  benefit  patients,  they  also  may 
increase  costs  in  several  ways,  such  as: 

o    The  development  of  new  technologies  is  often  acccatpanied  by  the 
need  for  additional  services  (e.g. ,  transplants  require 
immunosuppressive  drugs,  end  stage  renal  disease  treatment 
requires  supplies) . 

o    Even  v*ien  the  new  service  is  designed  to  r^lace  an  established 
service,  it  may  be  more  esqjensive  than  the  older  one. 

o    As  new  technology  diffuses,  it  may  be  used  additively  rather  than 
as  a  substitute  for  the  older  technology  (e.g. ,  magnetic 
resonance  imaging  along  with  x-rays  and  other  diagnostic 
imaging) .  This  may  occur  because  of  insufficient  scientific 
information  to  limit  use  of  overlapping  technologies,  fear  of 

1-8 


malpractice,  atteirpts  to  gain  a  marketing  advantage,  or 
practitioner  reluctance  to  modify  established  practice  methods. 

o    Technologies  that  benefit  a  specific  conditicai  are  often  ^splied 
to  other  conditions  vAiere  benefit  is  less  certain,  because  of 
both  physician  hopefulness  and  patient  ej^jectations  and  requests. 

Investment  issues.  Coital  investment  in  both  training  and  equipment 
creates  a  need  to  recover  those  investments.  Not  only  do  physicians  need 
to  treat  patients  and  perform  procedures  in  order  to  recover  the  cost  of 
their  training,  but  hospitals  aggressively  court  physicians  v*io  will,  in 
turn,  refer  patients  to  the  hospitals'  iipatient  and  outpatient 
facilities.  Even  without  the  potentieil  conflicts  of  interest  created  by 
joint  ventures,  in  vdiich  a  hospital  and  a  physician  jointly  own  a  piece  of 
equipment  to  v*iich  the  physician  refers  patients,  the  need  of  the  hospital 
to  fill  beds  and  use  operating  suites  and  magnetic  resananc&  imaging 
devices  creates  an  environment  strongly  conducive  to  VI  grcwth  for 
fiiysician  services.  The  burgeoning  growth  of  physician  office  conplexes 
that  are  built  by  hospitals  testifies  to  the  rewards  that  hospitals  e55)ect 
frcan  these  relationships. 

Effectiveness .  As  pointed  out  by  Eddy  (1988) ,  direct  evidence  of 
effectiveness  is  available  for  only  a  fraction  of  medical  services.  The 
generally  substantial  level  of  uncertainty  proarotes  VI  growth  in  two  ways: 
(1)  0iysicians  are  likely  to  engage  in  esctra  tests  and  treatments  because 
the  effectiveness  of  any  one  test  or  treatment  is  uncertain,  and  (2)  given 
the  uncertainly  as  to  vdiether  and  v*ien  tests  and  treatments  are  effective, 
physicians  are  vulnerable  to  being  influenced  by  economic  considerations. 

Growing  supply  of  ]:hysicians.  As  has  been  reported  elsevAiere,  the  simply 
of  fiiysicians  has  increased  dramatically  over  the  past  20  years.  For 
example,  the  number  of  jAiysicians  per  100,000  peculation  frcm  1960  to  1985 
increased  from  151  to  237,  a  57  percent  increase  over  this  25-year  period 
(American  Medical  Association  (AMA) ,  1986) .  The  iirplications  of  this 
increased  sujply  of  0iysicians  in  regards  to  Part  B  expenditures  remain 
unclear  (Pauly,  1988;  Feldman  and  Sloan,  1988;  Crcsnwell  and  Mitchell, 
1986) .  For  exaiiple,  increased  jSiysician  supply  might  increase 
expenditures  in  areas  that  currently  have  unmet  need  or  increase  demand 
for  E*iysician  services  because  of  easier  access  to  service.  In  theory, 
increased  competition  among  physicians  in  other  areas  mi^t  encourage 
jiiysicians  to  acc^jt  lower  prices  per  service,  but  this  potentieil  for 
program  savings  throu^  price  reductions  mi^t  be  partially  offset  by 
increased  volume.  There  is  some  evidence  (Rice,  1984;  Barer  et  al.,  1988; 
Holahan  and  Scanlon,  1979)  to  support  the  hypothesis  that  physicians 
stabilize  income  by  inducing  demand  for  their  services.  During  this 
period,  however,  physician  mean  income  has  risen  steadily  despite  the 
growing  number  of  piiysicians.  It  should  also  be  noted  that  the  entry  of 
new  piiysicians  in  the  market  mi^t  have  contributed  to  Medicare 
expenditure  increases  because  prior  to  limitations  established  by  OBRA 
1987,  new  jAiysicians  could  establish  hi^  customary  charge  profiles  vdiile 
established  physicians  are  constrained  by  their  customary  charge  profiles. 
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Increasincf  specialization  of  physicians.  The  U.S.  physician  population  is 
beccaning  more  specialized.  For  exaitple,  between  1975  and  1985,  the  number 
of  general  practitioners  in  the  U.S.  declined  by  36  percent  viiile  the 
number  of  all  other  jAiysicians  increased  by  about  50  percent  (AMA,  1986) . 
Itiis  increased  specialization  has  iitpartant  implications  for  Medicare 
expenditures.  Specialized  physicians  seem  to  perform  more  complex  and 
e35)ensive  procedures  than  general  practitioners,  and  they  perform  more 
complex  services  for  similar  patients  (Crxanwell,  1985) .  Ifiider  the  current 
Medicare  payment  system,  specialists  often  receive  hi^er  payments  than 
nonspecialists  v^en  they  perform  a  similar  service. 

Malpractice  avoidance.  Some  suggest  that  in  order  to  avoid  possible 
malpractice  suits  physicians  may  order  or  provide  more  tests  and  other 
services  than  are  clinically  necessary  (HHS,  1987b) .  "Defensive  medicine" 
has  been  cited  as  a  reason  for  the  rising  caesarean  secticai  rate,  the 
increasing  rate  of  skull  x-rays  and  computerized  tcroography  (CT)  scans, 
and  the  growing  use  of  exercise  tolerance  tests  and  cardiac  monitoring. 

Cost  to  the  beneficiary.  Research  indicates  that  lower  out-of-pocket 
payments  increase  total  volume  of  services  and  level  of  e>$)enditures  for 
0iysicians'  services  for  medical  care  consumers  under  age  65 
(Manning  et  al.  1988) .  Ihis  finding  is  consistent  with  the  original 
purpose  of  iirposing  an  annual  deductible  and  a  20  percent  coinsurance  for 
services  covered  under  Part  B  as  a  volume  control  mechanism.  Without  some 
cost  sharing,  beneficiaries  may  simply  seek  all  care  that  promises  even 
minimal  benefit  or  uncritically  accept  fiiysician  reccmtmendations, 
regardless  of  how  costly  the  service  mi^t  be. 

A  number  of  factors  have  decreased  the  immediate  real  out-of-pocket 
cost  of  0iysicians'  services.  Some  suggest  that  this  has  increased 
beneficiary  demand  or  willingness  to  accept  additional  services. 
Inflation  has  reduced  the  real  costs  of  the  annual  deductible  to  Medicare 
Part  B  beneficiaries.  If  the  original  $50  deductible  established  in  1966 
had  been  increased  to  ke^  pace  with  general  inflation,  the  deductible 
would  ncM  be  over  $180  instead  of  the  current  $75. 

Another  significant  factor  that  tends  to  decrease  the  cost  to  the 
beneficiary  for  an  additional  service  is  the  widespread  purchase  of 
"Medigap"  policies  that  often  cover  the  deductible  and  copayroent.  Data 
from  the  National  Medical  Care  Utilization  and  Expenditures  Survey  for 
1980  (Garfinkel  and  Corder,  1985)  show  that  ajproximately  70  percent  of 
beneficiaries  are  covered  under  some  type  of  Medigap  policy  (the  coverage 
of  these  Medigap  policies  varies,  but  they  often  cover  the  deductible  and 
coinsurance) .  Since  an  additional  10  percent  of  beneficiaries  are  covered 
under  Medicaid,  only  about  20  percent  of  beneficiaries  are  thou^t  to  be 
subjected  to  all  of  the  out-of-pocket  costs  associated  with  Medicare's 
statutory  deductibles  and  coinsurance. 

Another  factor  contributing  to  decreases  in  cost  per  service  to  some 
beneficiaries  is  the  increasing  assignment  rate  due  to  the  iirpleroentation 
of  the  participating  physician  (PAR)  program  and  other  efforts  to 
encourage  f*iysicians  to  accept  assignments  Assignment  rates  have 
increased  frcan  sli^tly  less  than  50  percent  of  allowed  charges  in  1980  to 
about  80  percent  in  1988  (Table  3) .  Patients  vAio  are  covered  by  Medigap 
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and  receive  services  from  a  PAR  jAiysician  can  receive  covered  services  at 
no  out-of-pocket  cost,  as  can  most  patients  covered  by  Medicaid. 

Ttie  recent  inplementation  of  the  itaxinaira  alienable  actucil  charge 
(MAAC)  for  norparticipating  physicians  limits  the  amount  these  physicians 
can  increase  charges.  Since  January  1,  1987,  a  MAAC  is  conputed  for  each 
service  provid«i  by  each  norparticipating  physician  and  is  updated 
annually.  This  charge  limit  sc8ntiev*iat  reduces  out-of-pocket  costs  for  some 
beneficiaries.  Costs  to  scmne  beneficiaries  will  be  further  reduced  by  the 
recently  enacted  Medicare  Catastrc^jhic  Coverage  Act,  v4iich  will  place  a 
cap  on  annual  e553enditures  by  beneficiaries. 

Finally,  there  is  thou^t  to  be  a  relationship  between  perscaicil  income 
and  demand  for  medical  services.  It  has  been  hypothesized  that 
beneficiaries  mi^t  increase  their  demand  for  health  services  as  their 
inccaone  increases.  For  exaiiple,  researchers  at  the  Congressional  Research 
Service  (CRS,  1988)  have  reported  that  frcm  1980  throu^  1985  real  inccane 
of  persons  65  and  over  has  increased  sonevAiat  more  rapidly  than  for  all 
households  (11.3  percent  vs.  8.9  percent) .  Ihey  suggest  that  the  more 
rapid  increase  in  income  occurring  among  the  elderly  conpared  to  the 
general  peculation  mi^t  have  caused  demand  for  health  services  by 
Jfedicare  beneficiaries  to  have  increased  scmev*iat  more  rapidly  than  among 
the  general  population.  Given  the  large  percentage  of  Medicare 
beneficiaries  that  have  Medigap  policies  or  Medicaid,  and  the  increases  in 
assignment  rates  and  inplementation  of  MAAC  limits,  the  effect  of  inocme 
changes  is  likely  to  be  small. 
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CHAPTER  2 

RESEARCH  IN  SUPPORT  OF  THIS  REPORT 

considering  all  the  inaportant  fac±ors  affecting  VI  that  have  cxxaicred 
almost  simultaneously,  it  is  difficult  to  s^arate  and  measure  their 
relative  influence.  Ihe  D^)artment  made  an  extensive  effort  to  gain  more 
information  about  VI  issues  and  to  respond  to  the  congressional  mandate. 
National  trends  in  total  allowed  charges  for  jSiysicians'  services  were 
examined  by  HCFA  staff  using  national  Part  B  data  files.  "The  D^artment 
consulted  with  nationally  recognized  health  research  ej^jerts  and 
ccramissior^d  four  extramural  research  studies  to  provide  data  on 
geograjAiic  variation  in  ejqjenditure  growth  and  to  perform  a  wide  variety 
of  Vl-related  analyses.  These  four  extramural  studies  were  as  follows: 

(1)  CHER  studied  Part  B  claims  for  four  States  (Alabama,  Connecticut, 
Washington,  and  Wisconsin)  for  the  4-year  period  1983-1986. 
Total  physician  expenditures  in  these  four  States  r^resent  about 
6  percent  of  the  national  total. 

(2)  Mandex,  Inc. ,  analyzed  Part  B  claims  for  1983  and  1985  for  five 
States  (Indiana,  Washington,  South  Carolina,  South  Dakota,  and 
North  Dakota) ,  representing  about  5  percent  of  national  spending. 

(3)  The  Urban  Institute  studied  a  5  percent  national  sample  of  claims 
for  1983  and  1985. 

(4)  The  University  of  Minnesota  Policy  Research  Center  performed 
theoretical  and  conceptual  analyses  of  several  VT  related  issues 
including  an  analysis  of  possible  RBRVS  impacts. 

Each  of  these  four  studies  is  described  briefly  below. 

CHER.  CHER  atteirpted  to  measure  the  impact  of  the  recent  Medicare 
fiiysician  fee  freeze  on  Part  B  eu^jenditures,  volume  of  services,  and 
coding  of  services.  As  part  of  this  effort,  CHER  disaggregated  per 
beneficiary  increases  in  ejqjenditures  into  portions  attributable  to 
different  types  of  service,  specialties,  and  procedures.  Variations  in 
expenditure  increases  across  selected  geogra^iic  areas  were  also 
examined.  Econo«netric  analyses  were  conducted  in  an  atteirpt  to  evaliaate 
the  f^iysician  fee  freeze  effects  vAiile  adjusting  for  changes  in  physician 
SL^jply  and  beneficiary  demand,  as  well  as  for  implementation  of  the 
hospital  PPS  and  other  selected  payment  changes. 

To  study  these  issues,  CHER  analyzed  100  percent  Part  B  claims  data 
from  four  States  (Alabama,  Connecticut,  Washington  and  Wisconsin)  for 
calendar  years  1983  throu^  1986.  This  time  period  included  an  18-month 
baseline  period  prior  to  the  0iysician  fee  freeze  (established  by 
P.L.  98-369)  from  vAiich  to  establish  trends,  the  full  fee  freeze  time 
period,  and  a  7-month  period  following  the  freeze  for  Medicare 
participating  physicians. 
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Mandex.  Inc.  Under  contract  to  the  Assistant  Secretary  for  Planning  and 
Evaliaation,  Mandex  studied  several  physician  payment  issues  inclxjding  an 
analysis  of  factors  accounting  for  the  rapid  growth  of  Medicare  Part  B 
payments  for  jSiysician  services.  Exanples  of  factors  studied  include: 
(1)  increases  in  the  number  of  Part  B  ennDllees  and  in  the  number  of 
beneficiaries  meeting  the  $75  deductible,  (2)  potential  use  of  more 
ccarplex  codes  by  physicians  v*ien  describing  services  performed, 
(3)  v^iether  there  were  increases  in  the  volume  of  services  provided  such 
as  additional  follow-i:?)  visits  and  increased  ordering  of  ancillary 
services,  and  (4)  factors  related  to  the  implementation  of  the  hospital 
PPS,  such  as  increases  in  surgical  services  provided  in  outpatient 
settings. 

These  analyses  are  being  conducted  over  two  phases  and  will  be  based 
on  100  percent  claims  data  from  five  States  (Indiana,  Washington, 
South  Carolina,  South  Dakota,   and  North  Dakota) .  Ihe  first  pAiase  has  been 
corrpleted  and  covers  calendar  years  1983  throu^  1985.  The  second  fAiase, 
v^ch  is  now  being  initiated,  will  cover  calendar  years  1986  and  1987,  and 
will  also  include  claims  frcm  Pennsylvania,  Delaware,  and  the  District  of 
Columbia) . 

Urban  Institute.  Under  the  sponsorship  of  the  Nationcil  Center  for  Health 
Services  Research  and  Health  Care  Technology  Assessment,  with  supplemental 
funding  by  HCFA,  the  Urban  Institute  studied  a  variety  of  pAiysician 
payment  issues,  such  as  geographic  variations  in  expenditures  and  factors 
responsible  for  Part  B  e55)enditure  grcwth  between  1983  and  1985.  Both 
descriptive  and  econcatietric  analyses  were  conducted  in  an  atteirpt  to 
es^lain  causes  of  Part  B  esqjenditure  growth.  Ihe  major  source  of  data  for 
these  analyses  is  frcm  a  5  percent  national  sample  of  beneficiary  claims 
records  (1983  data  were  from  the  Bill  Summary  File  and  1985  records  were 
f rem  the  EMAD  Beneficiary  file) . 

University  of  Minnesota  Policy  Research  Center.  Ihe  University  of 
Minnesota  Policy  Research  Center,  vAiich  includes  researchers  at  both  the 
University  of  Minnesota  and  the  University  of  Pennsylvania,  was  provided 
support  throu^  HCFA  to  study  three  issues  related  to  VI  of  physician 
services:  (1)  the  develcpnent  and  analysis  of  alternative  methods  to 
control  VI  of  physician  services,  (2)  examination  and  ccmparison  of 
Medicare  carrier  volume  controls  with  similar  practices  in  the  private 
health  insurance  field  and  (3)  consideration  of  the  potential  inpact  of 
irnplementing  an  RERVS  on  VI  of  j*iysicians  services. 

In  this  chapter  we  provide  an  overview  of  national  trends  in  VI,  then 
review  the  findings  of  the  first  three  studies  by  CHER,  Mandex,  and  the 
Urban  Institute,  vAiich  provide  trends  in  geograjAiic  variation  and  attenpt 
to  identify  and  disaggregate  factors  responsible  for  VI  growth.  Findings 
from  the  fourth  study  by  the  University  of  Minnesota  Policy  Research 
Center  are  incorporated  in  the  chapters  v*iich  follow.  All  three 
independent  studies  reviewed  in  this  chapter  attenpted  to  identify  and 
measure  these  factors  responsible  for  Part  B  grcwth  using  a  different 
approach.  Each  study  used  different  statistical  techniques  and  selected 
different  explanatory  variables.  Note  that  during  part  of  the  period  that 
each  stucfy  analyzed,  there  was  a  fee  freeze  (from  July  1984  throu^  Pfiril 
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1986  for  participating  fiiysicians  and  Decsember  1986  for  norparticipating 
jAiysicians) ,  so  incxeases  r^x5rted  by  these  studies  tend  to  be  Icwer  than 
the  16  percent  annual  ccsipound  rate  r^xDrted  for  the  total  program  over 
the  past  10  years. 


RECENT  NNFICytJAL  TRENDS 

Table  2  shows  national  trends  in  total  allowed  charges-'-  for  physicians' 
services  by  type  and  place  of  service  from  1982  throu^  1987.  During  this 
5-year  time  period,  total  cillowed  charges  for  physicians'  services  grew 
from  $15.1  billion  to  $26.6  billion,  an  $11.5  billion  increase 
(76  percent) .  By  t^'pe  of  service,  the  increases  in  total  eillcwed  charges 
between  1982  and  1987  were  as  follows: 

o   Surgical  related  services,  including  surgery, 

assistant-at-surgery  and  anesthesia,  increased  by  85  percent  and 
accounted  for  42  percent  of  the  overall  increase  in  esqjenditures 
for  physicians'  services. 

o   Medical  care,  primarily  pAiysicians'  visits,  increased  by 

52  percent  and  accounted  for  an  additional  27  percent  of  the 
increase. 

o    consultations  increased  by  127  percent  and  accounted  for 
6  percent  of  the  overall  growth. 

o    Diagnostic  radiology  services  increased  by  133  percent  and 

accounted  for  12  percent  of  total  growth.  Therapeutic  radiology 
services  increased  by  109  percent  and  accounted  for  2  percent  of 
overall  growth. 

o    Clinical  lab  services  increased  by  84  percent,  accounting  for 
11  percent  of  overcill  growth. 

Inpatient  settings.  Table  2  shows  that  allowed  charges  for  j*iysicians' 
services  in  inpatient  settings  increased  by  $2.5  billion  or  27  percent 
between  1982  and  1987.  The  largest  increase  during  this  period,  however, 
occurred  between  1986  and  1987  (an  11  percent  increase) . 

The  increase  in  esqjenditures  for  pAiysicians'  services  in  irpatient 
settings  is  even  more  striking  because  it  occurred  during  a  period  that 
Medicare  hospital  admissions  and  days  decreased.  Table  4  shows  that 
Medicare  allowed  charges  for  physicians'  services  per  admission  increased 
between  1982  and  1987.  Notably,  allowed  charges  per  irpatient  admission 
increased  by  10.6  percent  between  1986  and  1987. 

Between  1982  and  1987,  cdlowed  charges  for  irpatient  consultations 
nearly  doubled.  In  addition,  spending  for  jiiysicians'  services  for 
irpatient  diagnostic  radiology  services  increased  by  more  than  60  percent 


Allowed  charges  include  Part  B  trust  fund  ejpenditures,  beneficiary 
deductibles,  and  coinsurance. 
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during  this  period.  Ihese  increases  are  even  larger  v^en  considered  on  a 
per  admission  basis. 

Because  Medicare  allowed  charges  for  physicians'  services  increased  by 
larger  amounts  in  other  settings,  there  was  a  significant  drcp  in  the 
share  occurring  on  an  irpatient  basis.  In  1982,  before  PPS,  admission 
reviews  by  HRDs,  and  other  factors  influencing  hospital  usage,  62  percent 
of  allowed  charges  for  physicians'  services  were  for  iipatient  services. 
By  1987,  this  percentage  dro|ped  to  45  percent. 

Physicians'  offices.  Alleged  charges  for  physicians'  services  in  office 
settings  increased  102  percent  between  1982  and  1987,  accounting  for 
39  percent  of  total  growth.  During  this  period,  the  share  of  Medicare 
spending  for  jhysicians'  services  in  the  office  went  from  29  percent  to 
32  percent. 

Surcfical  services.  About  one-half  of  the  increase  in  surgical  spending 
over  the  5-year  period  from  1982-1987  occurred  in  hospital  outpatient 
department  settings  (Table  2) .  Expenditures  for  surgical  services 
furnished  on  an  iipatient  basis  accounted  for  about  one-quarter  of  the 
growth  in  surgical  spending  during  this  period,  primarily  because  of  an 
increase  from  1986  to  1987.  This  spending  was  generally  stable  from  1983 
to  1986  but  grew  by  almost  11  percent  from  1986  to  1987.  Ihe  remainder  of 
the  increase  primarily  occurred  in  office  settings  (20  percent) ,  with  all 
other  places  of  service  accounting  for  5  percent  of  the  increase. 

Medical  services.  About  two-thirds  of  the  increase  in  medical  services 
from  1982  to  1987  occurred  in  office  settings.  From  1983  to  1986, 
expenditures  for  medical  services  in  iipatient  settings  actually  declined, 
prc±>ably  due  to  decreases  in  hospital  admissions  and  lengths  of  stay. 
Nonetheless,  1987  witnessed  a  total  15  percent  increase  in  medical 
services  compared  with  1986.  Furthermore,  national  EMAD  data  for  1985  to 
1987  (Tables  5  and  6)  show  that  there  was  an  increased  use  of  more 
ejqjensive  codes  for  both  office  and  hospital  visits. 

Consultations .  Expenditures  for  consultations  grew  rapidly  in  all 
toreatment  settings  (Table  2) .  About  59  percent  of  the  growth  in 
eipenditures  for  consultations  occurred  in  iipatient  hospitals,  32  percent 
in  office  settings,  6  percent  in  outpatient  hospitals,  and  3  percent  for 
other  settings. 

Diagnostic  radiology.  During  the  1982-1987  period,  expenditures  for 
diagnostic  radiology  grew  by  almost  114  percent  (Table  2) .  About 
42  percent  of  this  growth  occurred  in  j^ysician  offices,  31  percent  in 
outpatient  hospitals,  25  percent  in  iipatient  hospitcils,  and  3  percent  in 
other  settings. 

CHER  FINDINGS 

CHER  (1988)  r^xDrted  that  expenditures  per  beneficiary  in  Alabama, 
Connecticut,  Washington,  and  Wisconsin  combined  increased  29.5  percent 
from  1983  to  1986.  Table  7  shows  that  the  increase  varied  from 
13.6  percent  in  Wisconsin  to  46.4  percent  in  Washington  State. 
Washington's  rapid  spending  growth  brou^t  its  per  beneficiary 
esqjenditures  ip  to  the  levels  of  the  other  three  States. 

2-4 


Table  8  shows  that  increased  spending  on  surgical  procedures  in  these 
four  States  was  by  far  the  most  irrportant  source  of  spending  growth, 
accounting  for  35.8  percent  of  spending  and  41.3  percent  of  the  increase 
in  f^ysician  payments.  Specialized  tests  such  as  ECGs  accounted  for  only 
5  percent  of  spending,  but  for  11  percent  of  spending  grcwth.  Table  9 
shows  that  payments  to  physicians  for  services  performed  in  outpatient 
d^)artments  and  ASCs  increased  by  over  260  percent  during  the  3  years 
(from  $11.84  per  beneficiary  in  1983  to  $47.46  per  beneficiary  in  1986) . 
In  contrast,  there  was  virtually  no  grcwth  (1  percent  over  3  years)  in 
expenditures  per  beneficiary  in  inpatient  settings. 

Examining  trends  in  surgery  further,  CHER  showed  that  the  much  of  this 
increased  grcwth  was  accounted  for  by  a  small  number  of  diagnostic 
(e.g.,  colonoscopies)  and  therapeutic  (e.g.,  cataract  lens  inplants) 
surgeries  that  increased  rapidly  (Table  10) .  These  descriptive 
observations  suggest  that  the  develcpnent  and  dissemination  of 
technological  advances  may  be  a  prime  contributor  to  Part  B  grcwth. 

CHER  also  examined  data  for  office  and  hospital  visits  to  determine 
vdiether  there  has  been  a  shift  in  the  mix  of  codes.  CHER  found  that  the 
two  siitplest  follow-i:p  visit  codes  (minimal  and  brief)  have  declined  as  a 
percent  of  tx>tal  visits,  vAiereas  the  more  conplex  visit  codes  all 
increased  in  frequency  (Table  11) .  CHER  cautions  that,  v*iile  there  is 
evidence  of  upcoding,  it  is  not  possible  to  determine  the  cause  of  this 
upcoding  with  certainty.  Althou^  physicians  could  be  i;pcoding  an 
unchanged  mix  of  services  to  generate  additional  incosme,  the  shift  in  the 
mix  of  codes  used  may  reflect  a  hi^er  level  of  services  provided. 

To  atterrpt  to  control  for  simultaneous  changes  in  a  wide  variety  of 
variables  of  interest,  CHER  researchers  atteitpted  to  apply  a  regression 
analysis  to  the  trends  in  Part  B  quantities  over  the  period  1983-1986. 
The  independent  variables  included  in  their  econcanetric  equations  included 
factors  such  as  number  of  physicians,  per  capita  inccsne  for  the  total 
pc^julation.  Medicare  irpatient  days  per  capita,  hecilth  maintenance 
organization  (HMO)  penetration,  and  degree  of  urbanization  as  well  as  an 
indirect  measure  of  the  effect  of  the  fee  freeze.  They  r^xjrted  that  the 
coefficients  in  their  regressions  suggest  that  growth  in  numbers  of 
0iysicians  was  a  strong  contributor  to  f^iysician  volume  increases.  CHER 
claims  that  the  decrease  in  real  dollar  payments  during  the  fee  freeze 
contributed  modestly,  at  most,  to  volume  increases,  vAiereas  CHER  reported 
that  a  reduction  in  inpatient  days  contributed  to  volume  growth  in  a 
complex,  delayed  way,  presumably  throu^  a  lagged  substitution  of 
jiiysician  care  for  hospital  based  care.  CHER  speculated  that  its  findings 
suggest  that  irpatient  days  are  short  run  complements  and  long  term 
substitutes  for  Part  B  expenditures.  This  suggests  that  over  the  short 
run  reductions  in  irpatient  days  produced  Part  B  savings,  but  that  over 
the  long  run  they  caused  physician  espenditures  to  increase. 

MANDEX  FINDINGS 

The  Mandex  (1988)  analyses  to  identify  cind  es^lain  factors  causing 
physician  expenditure  growth  were  based  on  an  analysis  of  expenditure  data 
by  type  and  place  of  service  for  1983  and  1985.  The  principal  finding  was 
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that  beneficiary  growth  in  the  five  States  (Indiana,  Washington, 

South  Carolina,  South  Dakota,  and  North  Dakota)  was  4.4  percent,  but  total 

outlays  grew  by  approximately  18.7  percent  ($138  million)  over  the  2-year 

period  (Table  12) .  Growth  ranged  frcm  a  lew  of  10.5  percent  in 

North  Dakota  to  a  hi^  of  27.3  percent  in  South  Carolina. 

A  little  more  than  one-half  (53  percent)  of  the  grcwth  in  expenditures 
that  occurred  from  1983  to  1985  in  these  five  States  was  due  to  increases 
in  ambulatory  surgery,  primarily  in  outpatient  hospital  settings 
($53  million  of  the  total  $138  million  eaqjenditure  increase)  (Table  13) . 
Allowed  charges  for  iipatient  surgery  during  1983-1985  declined  by 
$3  million.  More  ccatplex  su2ngeries  resulted  in  a  doubling  of  the  average 
allowed  charge  for  outpatient  surgery. 

Growth  in  outpatient  surgery,  with  the  possible  exertion  of  cataract 
surgery,  did  not  appear  to  substitute  for,  but  rather  supplemented, 
inpatient  hospital  surgery.  For  example,  even  if  it  were  assumed  that  all 
the  ctoserved  decline  in  iipatient  surgeries  had  been  shifted  to  outpatient 
d^artments,  only  8.3  percent  of  the  increase  in  outpatient  surgeries 
could  be  explained  by  this  shift.  The  growth  in  relatively  expensive 
outpatient  surgery  procedures  and  a  decrease  during  this  period  in  the 
volume  of  relatively  low  priced  laboratory  tests  due  to  ohanges  in  the 
billing  system  under  PPS  led  to  a  more  intense  mix  of  services  in  1985 
than  1983. 

Changes  in  office  visit  and  procedure  coding  and  increased  ordering  of 
ancillary  services  were  found  to  have  positive  explanatory  effects,  but  to 
account  for  only  ^proximately  4  percent  of  the  total  increase  in  Part  B 
physician  services. 

In  an  analysis  of  overall  factors  contributing  to  esqjenditure  growth, 
Jfandex  r^xDrted  that  21  percent  of  the  es^jenditure  increase  for  j*iysician 
services  in  its  five  States  during  the  1983-1985  time  period  was  due  to 
fee  updates,  24  percent  due  to  Part  B  enrollment  increases,  20  percent  due 
to  increases  in  the  number  of  beneficiaries  v^o  used  services  and  for  v*iom 
a  claim  was  submitted  to  the  carrier,  i.e.,  "claimants,"  4  percent  from 
the  use  of  more  intensive  procedure  code,  i.e.,  "ipcoding,"  and  31  percent 
due  to  additional  services  and  all  other  factors. 

URBAN  INSTnUTE  FINDINGS 

The  Urban  Institute  examined  esqjenditure  growth  between  1983  and  1985 
by  region  using  a  5  percent  national  sample  of  beneficiary  claims  from  two 
different  data  sococces.     Urban  r^xsrted  that,  in  general,  the  New  England 
and  Middle  Atlantic  States,  as  well  as  the  Mountain  region,  had  the 
fastest  growth  rate  in  Medicare  expenditures  (19.1  percent,  18.8  percent, 
21  percent,  respectively),  v»*iereas  the  Ecist  North  Central  (11.5  percent) 
and  Pacific  (10.2  percent)  regions  had  the  slowest  growth  rates  for  the 
2-year  period  (Table  14) .  These  results,  along  with  results  from  the  two 
studies  above,  show  that  ej^jenditure  growth  has  varied  across  geograjAiic 
areas  and  types  of  service  and  that  these  differences  need  to  be 
considered  vAien  developing  options  to  control  e3q)enditure  growth. 
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Hie  Urban  Institute  (1988)  also  performed  ecxjnoroetric  analyses  to 
examine  factors  responsible  for  recent  changes  in  Medicare  outlays.  Ihe 
unit  of  analysis  for  its  stuc^  was  type  and  place  of  physician  service, 
aggregated  by  Metrcpolitan  Statistical  Area  (MSA) .  Areas  outside  of  an 
MSA  in  each  State  were  ooatibined  into  a  single  non-^BA  area. 

Based  on  the  regression  coefficients  of  these  aggregate  data,  Urban 
concluded  that  the  most  inportant  factors  related  to  e3q)enditure  grcwth 
during  this  period  were  the  increased  inccmes  of  the  elderly  and  increased 
assignment  rates,  both  of  vdiich  increased  service  volume  by  abcxit 
3  perxz^nt  during  the  2-year  study  period.   (Incxanes  of  the  elderly 
increased  by  about  13  percent  and  assignment  rates  increased  from 
51  percent  to  67  percent  during  this  period.)  Urban  also  believes  the 
introduction  of  new  technologies  plays  an  inportant  role  in  increasing 
ejqjenditures  but  could  not  measure  this  factor.  Billing  changes  such  as 
the  termination  of  cc80±)ined  billing  by  hospitals  for  radiology,  pathology, 
and  other  services  also  contributed  to  physician  service  growth.  In 
contrast  to  CHER,  the  Urban  Institute  concluded  that  other  factors 
studied,  such  as  the  iitplementation  of  PPS,  the  fee  freeze,  and  increased 
jAiysician  si:pply  appeared  to  have  small  or  negligible  effects  on 
ej^jenditure  grcwth. 

DISCUSSIOT 

Descriptive  data  f rem  these  studies  provide  important  clues  as  to 
types  and  places  of  service  that  have  experienced  the  most  grcwth  and 
factors  that  drive  es^jenditure  growth  for  individual  procedures.  Etespite 
differences  in  methodololgy  and  data  sourx^es,  these  three  studies,  along 
with  results  from  an  earlier  study  on  trends  in  jiiysician  spending 
(Fisher,  1988) ,  shew  that  there  has  been  dramatic  grewth  in  ambulatory 
surgery,  especially  for  cataract  surgery  and  procedures,  such  as 
colonosccpies.  Ihis  suggests  that  technological  developments 
(e.g. ,  flexible  scopes  and  the  extracapsular  technique  for  cataract 
surgery)  are  an  important  factor  affecting  grewth.  Ihese  studies  cilso 
indicate  that  there  has  been  soaone  ipcoding  of  visits  that  appears  to  vary 
in  amount  across  States. 

Many  of  the  surgiccil  services  with  hi(^  rates  of  increase  would  appear 
to  involve  three  kinds  of  change  in  technology  and  clinical  practice: 
(1)  seme  services  (e.g. ,  cataract  and  hernia  procedures)  mic^t  have  beccme 
more  accessible  because  they  are  new  regularly  performed  in  outpatient 
settings,  or  involve  shorter  recovery  times  or  more  ccmplete  restoration 
of  function,  (2)  procedures  with  wide  amplication  (e.g. ,  joint 
replacements)  mi^t  have  diffused  to  a  larger  number  of  providers  and 
centers,  and  (3)  seme  procedures  have  been  increasingly  used  for 
diagnostic  and  other  medical  reasons  (colonosccpy) . 

It  cilso  appears  that  the  medical  indications  for  many  hi^  growth 
services  are  not  well  defined.  For  exaitple,  the  clinical  threshold  at 
vdiich  procedures  such  as  cataract  surgery  or  joint  rqplacements  are 
indicated  is  unclear,  and  the  indications  for  diagnostic  procedures  such 
as  colonoscopy  is  debatable. 
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Itie  descariptive  findings  also  suggest  that  to  the  extent  that  surgery 
r^resents  the  largest  single  cxaiponent  of  the  increase  in  allowed 
charges,  outpatient  surgery  does  not  appear  to  substitute  for  inpatient 
surgery.  The  findings  do  not  provide  strong  evidence  that  outlay  growth 
resulted  primarily  frcm  a  PPS-induced  shift  in  services  outside  the 
hospital. 

The  eccffxanetric  analyses,  v*iich  attertpted  to  disaggregate  specific 
causes  of  growth,  however,  contain  a  number  of  inportant  technical 
limitations.  For  exaitple,  neither  CHER  nor  Urban  were  able  to  directly 
measure  recent  technological  developmnents  and  growth  in  ASCs,  and  both  had 
significant  canitted  variables,  such  as  reductions  in  non-^fedicare  hospital 
use.  CHER  did  not  consider  the  effect  of  reductions  in  cost  of  service  to 
the  beneficiary  vdiioh  mi^t  have  resulted  fixm  increased  assignment  rates. 

Further,  most  of  the  factors  considered  in  these  studies  are  hi^ily 
correlated.  For  example,  the  Medicare  fee  freeze  coincided  with  most 
hospitals  coming  under  PPS.  In  addition,  because  costs  to  patients  and 
revenues  for  physicians  tend  to  be  lower  (all  other  things  being  equal) 
viiere  assignment  rates  are  hi^er,  it  is  difficult  to  determine  vdiether 
patient  or  jAiysician  behavior  drove  any  volume  change. 

In  addition,  all  three  studies  focus  on  a  relatively  short  time 
period,  vdiich  makes  it  difficult  to  establish  trends.  The  Uriaan  and 
Mandex  analyses  were  conducted  using  aggregate  data  for  only  2-calendar 
years,  1983  and  1985.  The  story  that  mi<^t  emerge  from  selecting  two 
other  time  periods  mi^t  be  much  different.  For  exaitple,  the  more  recent 
data  in  Table  2  suggest  that  current  trends  itay  differ  from  v*iat  existed 
during  the  1983-1985  period.  Oulpatient  surgery  grew  moch  more  rapidly 
from  1983  to  1985  (300  percent  increase  over  2  years)  than  from  1985  to 
1987  (67  percent  increase) .  Also,  there  was  a  decline  in  irpatient 
surgery  spending  from  1983  to  1985  (2  percent  decrease)  but  a  fairly  large 
recent  increase  (from  1986  to  1987  there  was  an  increase  of  almost 
11  percent) . 

It  should  be  noted  that  the  Mandex  findings  regarding  additional 
claimants  require  further  analysis  and  clarification.  For  example,  the 
aj^)earance  of  these  new  claimants  mi^t  be  an  artifact  of  increased 
provider  submission  of  claims  resulting  from  increased  assignment  rates 
during  the  period.  Some  beneficiaries  receiving  unassigned  services  whose 
charges  do  not  exceed  the  deductible  mi^t  not  bother  to  file  their  claims 
with  their  carrier.  Thus,  these  new  claimants  mi^t  simply  have  total 
annual  charges  that  cluster  about  the  deductible  and  thus  not  contribute 
meaningfully  to  ej^jenditure  increases  for  Medicare. 

In  summary,  the  descriptive  data  from  these  studies  have  provided 
valuable  new  information  about  VI  growth,  but  it  is  not  possible  to 
attribute  expenditure  growth  over  the  past  few  years  to  specific  causes. 
The  fAiysicians'  services  market  is  (^Tiamic,  with  many  recent  changes  in 
payment  methodologies  by  private  payers,  technology,  medical  practice, 
j*iysician  simply,  reductions  in  out-of-pocket  costs  per  service,  and  many 
Medicare  program  changes,  such  as  the  fee  freeze,  inplementation  of  the 
PAR  and  roo  programs,  and  changes  in  lab  billing.  These  iirportant  factors 
are  hi^ily  correlated  with  one  another  and  cannot  he  easily  measured  or 
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disentangled.  Analysis  has  been  further  limited  by  a  lack  of  long  term, 
detailed,  national  time  series  data,  and  by  data  measurement  problems.  In 
addition,  we  do  not  know  the  value  of  additional  services  to  the 
beneficiary.  As  a  result,  no  firm  conclusions  about  causes  of  VI  grcwth 
can  be  reached  from  the  econometric  analyses.  A  similar  conclusion  was 
also  reached  by  many  health  economists  and  researchers  vdio  attended  a 
workshop  in  November  1988  on  Medicare  Part  B  volume  issues  sponsored  by 
the  tftiiversity  of  Pennsylvania's  Leonard  Davis  Institute  and  the 
AMA,  (1989) .  It  is  likely  that  multiple  factors  including  payment 
incentives,  technology,  physician  willingness  to  provide  services,  and 
factors  related  to  beneficiary  demand  for  services  have  all  contributed  to 
VI  grcwth. 
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CHAPTER  3 

EXPEEtCENCE  WITH  VOIUME  COtTTSDL  STRATEGIES 

In  this  chapter  we  discuss  the  experiences  of  Medicare,  Medicaid, 
private  insurers,  and  Canada  with  volume  control  strategies  for  0iysician 
services. 

Medicare  Program.  Medicare  law  specifies  that  payment  will  be  made  only 
for  items  and  services  that  are  reasonable  and  necessary  for  the  diagnosis 
or  treatment  of  illness  or  injury  or  to  irtprove  the  functions  of  a 
malformed  boc^  member.  The  law  further  assigns  responsibility  to  carriers 
to  assure  that  this  requirement  is  executed.  The  process  by  v*iich 
carriers  perform  this  responsibility  is  referred  to  as  medical  review, 
vAiidh  is  conducted  on  either  a  pr^ayment  or  posl^ayment  basis.  This 
section  summarizes  Medicare  program  and  carrier  esqserience  with  prepayment 
and  postpayment  review.   (See  ^^pendix  B  for  additional  details.) 

Prepayment  review.  Prepayment  review  involves  the  identification  and 
review  of  claims  for  selected  services  that  exceed  a  pre-established 
frequency  threshold  throu^  the  use  of  conputer  edits  (medical  review 
screens) .  Claims  are  suspended  for  prxxredures  that  exceed  the  established 
normative  frequency  for  a  defined  time  period  (medical  review 
parameters) .  HCFA  currently  mandates  13  prepayment  screens  that  must  be 
utilized  by  all  carriers.  In  addition,  carriers  are  free  to  use 
additional  cost-effective  local  screens. 

Claims  that  are  identified  for  more  intensive  review  are  manually 
examined  in  accordance  with  medical  policy  that  is  developed  by  each 
carrier's  medical  director,  in  consultation  with  appropriate  medical 
professionals.  Depending  on  the  degree  of  ccsrplexity,  the  determination 
on  each  claim  may  be  made  by  trained  claims  personnel,  nurses  or 
j*ii^icians.  In  addition  to  volume  controls  achieved  by  the  use  of 
frequency  screens,  a  number  of  screens,  primarily  in  the  area  of  visits, 
address  intensity.  For  exaitple,  claims  for  ccartprehensive  office  visits 
are  su^jended  if  they  exceed  one  in  180  days.  Subsequent  medical  review 
may  result  in  reduction  to  an  intermediate,  extended  or  other  Icwer  level 
of  service. 

During  FY  1989,  carriers  spent  about  $56  million  to  conduct  pr^aayment 
review  on  about  57  million  claims.  According  to  data  from  the  Quarterly 
Carrier  Medical  Review  Report,  prepayment  revi«»/  provides  approximately 
$10  in  program  cost  savings  for  each  administrative  dollar  spent  in 
support  of  the  program. 

Postpayment  review.  Postpayment  review  is  conducted  by  the  carriers  at 
the  individual  provider  level.  Carriers  select  individual  providers  for 
intensified  review  throu^  a  variety  of  techniques,  such  as  reviewing 
practice  patterns  for  hi^  volume  procedures.  Providers  are  also 
identified  for  review  based  on  information  frcm  a  variety  of  other  sources 
including  beneficiary  ccnplaints  and  the  Office  of  the  Inspector  General 
(OIG) .  The  postpayment  process  requires  the  carrier  to  select  a  sample  of 
claims  for  each  provider  identified  for  postpayment  review.  Historically, 
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ajproximately  3  percent  of  providers  are  selected  annually  for  review 
(about  20,000  in  FY  1988) . 

Jfedical  records  for  selected  providers  are  reviewed  to  determine 
v*iether  possible  overutilization  abuse  or  fraud  can  be  established  as  a 
preliininary  finding.  Providers  with  aberrant  practice  patterns  are  given 
the  (Importunity  to  review  findings  with  the  carrier  medical  director. 
Depending  on  the  outccme,  a  host  of  progressively  severe  administrative 
actions  may  be  initiated,  d^)ending  on  case  findings,  including  referral 
to  the  OIG  for  civil  or  criminal  action.  Carriers  refer  approximately  400 
cases  annually  to  the  OIG. 

During  FY  1988,  HCFA  spent  about  $14  million  on  postpayment  review. 
Using  current  techniques  that  measure  only  actual  savings,  carrier 
quarterly  r^jorts  indicate  that  postpayment  review  saves  $1-2  in  program 
dollars  for  each  administrative  dollar  es^iended.  Both  HCFA  and  the 
carriers  regard  the  poslqpayment  process  as  an  effective  deterrent  to 
overutilization,  despite  the  fact  that  demonstrating  a  hic^  cost-benefit 
has  been  difficult.  Many  of  the  benefits  of  postpayment  review  are 
indirect  and  difficult  to  quantify,  causing  the  full  value  of  the  program 
to  be  uTKierstated.  Postpayment  review  can  provide  significant  but 
unmeasured  savings  thrxDugh  avoided  costs,  such  as  throu^  a  sentinel  and 
educational  effect  in  the  physician  ccaranunity  vAiich  helps  reduce 
inapprcpriate  billings. 

^fedicaid  use  of  case  management.  Many  State  Medicaid  programs  have 
adopted  managed  care  initiatives  involving  freedom  of  choice  waivers 
authorized  by  OERA  1981.  Managed  care  is  perceived  by  these  States  as  an 
alternative  to  the  control  of  utilization  and  e^^jenditures  throui^ 
limitations  on  eligibility  or  payment.  By  far  the  most  popular  Medicaid 
managed  care  initiative  is  primary  care  case  management  (POCM) .  By 
September  30,  1986,  over  half  the  States  (32)  had  made  125  waiver  requests 
for  82  different  programs.  Of  the  62  waivers  approved  by  HCFA,  about 
three  quarters  were  inplemented,  and  over  one  half  were  still  in  force  in 
late  1986  (Bell,  1987) . 

Detailed  case  studies  of  six  POCM  programs  were  conducted  by  James 
Bell  Associates,  Inc. ,  for  HCFA  under  the  Medicaid  Program  Evaluation. 
The  programs  studied  —  Colorado,  Kansas,  Michigan,  Nevada,  Utah,  and 
Wisconsin  —  included  one  fee-for-service  model,  three  mixed 
fee-for-service  and  capitation  models,  and  two  capitated  risk  sharing 
models  that  covered  the  range  from  strictly  mandatory  to  fully  volimtary 
enrollment  and  from  limited  to  statewide  iitpleraentation. 

All  six  case  study  POCMs  reported  savings.  Net  savings  per 
beneficiary  enrolled  in  a  PCCM  across  the  study  sites  ranged  from  $25  to 
$178  per  year,  v*iich  r^resented  from  1  to  15  percent  of  vdiat  estimated 
Medicaid  expenditures  would  have  been  for  stucfy  enrollees  without  POCM. 
Savings  were  occurring  v*iere  intended,  among  recipients  v*io  would  likely 
overuse  and  inappropriately  use  services  otherwise.  In  addition,  despite 
reducing  utilization  and  expenditures  in  the  six  States,  POCM  did  not 
appear  to  adversely  affect  the  quality  of  care.  Moreover,  many  providers 
and  administrators  felt  that  increased  continuity  of  care  was  a  positive 
benefit  of  the  program.  Overall,  the  evaluators  concluded  that  POCMs 

3-2 


appeared  to  provide  acx:ess  to  quality  services  with  modest  savings,  but 
that  designing  and  irtplementing  a  Medicaid  case  management  program  is  a 
very  costly  and  ccmplex  undertaJcing. 

The  savings  r^xDrted  in  Medicaid  PC!CMs  have  been  modest  (0.6  to 
5.4  percent  of  average  total  acute  care  costs  in  the  six  case  study 
States)  because  of  the  hi^  administrative  costs  in  inpleroenting  and 
maintaining  the  program.  Ihe  evaluators  estimated  if  KXMs  were  e}q)anded 
to  include  the  full  target  peculations  of  the  six  sites,  savings  of  1.5  to 
4.0  of  total  acute  care  expenditures  mi^t  be  reached.  For  seme  States 
this  may  be  sirrply  too  small  to  warrant  the  additional  managerial, 
administrative,  data  processing,  r^xDrting,  and  monitoring  attention 
needed  to  irrplement  such  systems.  States  and  other  entities  conteitplating 
such  systems  were  cautioned  to  be  pr^ared  to  invest  substantial 
administrative  resources  into  planning,  starting,  and  monitoring  a  new 
case  management  program,  vAiatever  its  basic  structure,  and  to  esqject  only 
modest  savings. 

Private  payers.  As  part  of  its  HCFA  sponsored  stucfy,  the  University  of 
Pennsylvania/University  of  Minnesota  Policy  Research  Center  surveyed  132 
different  health  insurance  plans  (Pauly  et  al.,  1988)  operated  by  111 
ccinmercial  health  insurance  carriers  that  are  members  of  the  Health 
Insurance  Association  of  America  (KEAA) .  Study  data  were  collected  via  a 
si^plementary  questionnaire  to  the  annual  survey  by  HIAA;  120  of  the  plans 
responded.  Overall,  survey  results  indicate  that  these  private  carriers 
continue  to  pay  for  services  primarily  using  traditional  fee  for  service 
methods;  111  of  the  120  plans  responding  to  the  survey  indicated  that  they 
pay  using  usual  and  custcanary  charges,  and  only  6  indicated  that  they  use 
any  type  of  a  controlled  payment  method,  such  as  discounting  fees,  fee 
schedule,  or  capitated  methods  as  their  most  common  or  typical  payment 
method. 

Private  payers  use  a  variety  of  volume  control  strategies. 
Utilization  review  is  the  most  popular  method  of  controlling  hospital  use, 
and  most  ccaipanies  use  more  than  one  method.  For  exairple,  all  reported 
having  programs  involving  pre-admission  certification,  109  use  concurrent 
review,  and  85  use  retrospective  review  of  irpatient  care.  The  iitpact  of 
these  utilization  review  programs  can  only  be  rou^ily  estimated.  Only  69 
ocenrpanies  had  formally  evaluated  the  effect  of  pre-admission  review:  of 
these,  56  r^xsrted  that  their  evaluation  indicated  pre-admission  review 
reduced  e55)enditures  by  an  average  of  7  percent,  1  indicated  the  program 
increased  costs,  and  the  remainder  were  undecided  or  did  not  know. 

Some  insurers  use  other  methods  to  control  VI:  36  do  retrospective 
review  of  outpatient  care,  22  reported  that  they  recede  some  claims  when 
necessary  to  more  accurately  reflect  the  level  of  services  provided 
(e.g. ,  recede  a  new  patient  visit  to  an  established  patient) ,  15  reported 
bundling  of  0iysician  services  into  broader  categories  than  visits  or 
procedures,  such  as  per  ^isode  payments,  and  13  provide  physician 
profiling  and  feedback. 

The  HIAA  survey  also  requested  information  regarding  these  insurers' 
preferred  provider  organization  (PPO)  business.  Fifty-seven  of  the  132 
plans  indicated  that  they  also  have  PPO  arrangements  in  v^iich  they  use  a 
variety  of  methods  to  reimburse  fiiysicians.  The  most  common  form  of  PPO 
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reimbursement  is  discounted  usual  charges  and  fee  schedules.  Fifty-five 
of  the  firms  responding  estimated  they  received  an  average  discount  of 
about  14  percent  of  the  jAiysician's  usual  charge.  Volume  control  methods 
used  by  these  PPOs  is  generally  limited  to  utilization  review  and  benefit 
incentives  to  channel  patients  to  cost  effective  providers. 

Many  ccstimercial  health  insurers  also  appear  to  be  positive  about  their 
ejqjerience  with  case  management  of  health  claims  and  believe  that  case 
management  is  a  prcamising  ccatponent  of  managed  care.  In  addition,  the 
survey  indicated  that  ccnimercial  insurers  felt  that  case  management  was 
more  effective  in  containing  costs  than  other  cost  containment  methods, 
such  as  pre-admission  certification,  concuirrent  review,  retrospective 
review,  and  mandatory  second  cpinions  for  surgery.  Another  HIAA  survey 
shewed  that  81  percent  of  all  grot?)  insurance  plans  offer  case  management 
because  of  its  perceived  cost  containment  benefits  (Schramm,  1988) . 

Volume  control  experience  in  Canada.  The  Canadian  experience  with  regard 
to  volume  and  expenditure  control  has  possible  irtplications  for  control  of 
Medicare  e55)enditures.  The  absolute  level  of  Canadian  health  care 
ej^jenditures  per  capita  is  well  under  that  of  the  United  States 
(Table  15) .  Nevertheless,  the  Canadian  esqjerience  in  controlling 
e5^)enditures  must  be  discussed  in  the  context  of  its  health  care  system. 
Since  1971  every  Canadian  province  has  paid  for  physician  services  under  a 
ccatprehensive  and  universal  health  insurance  program.  There  is  only  one 
payer  for  each  province  and  fee  levels  for  physicians'  services  are 
negotiated  between  provincial  government  health  r^resentatives  and 
professional  associations.  Althou^  each  province  has  a  unique  payment 
systQon,  in  general  terms,  the  medical  associations  determine  the  fee 
levels  for  each  service  and  negotiate  annual  percentage  increases  in 
payments  with  the  provincial  governments.  In  effect,  the  approach  is  to 
control  total  expenditures  through  adjusting  fee  levels  rather  than 
atterrpt  to  directly  manage  or  control  volume.  The  structure  varies  from 
province  to  province  with  Quebec  having  the  most  stringent  controls.  The 
Canadian  Federal  Government  provides  strong  incentives  to  provincial 
governments  to  control  costs  by  providing  each  province  with  a  single 
fixed  payment  to  cover  all  services  provided  during  the  year.  (See 
Barer  et  al.,  1988,  or  Lomas  et  al.,  1988,  for  additional  details.) 

While  Canada  appears  to  have  been  more  successful  in  controlling  fees 
and  overall  p*iysician  ej^jenditures  between  1970  and  1985,  their  VI  growth 
has  been  somevAiat  more  rapid  than  that  for  the  U.S.  Utilization  per 
capita  between  1970  and  1985  increased  by  67.8  percent  in  Canada  versus 
49.4  percent  in  the  U.S.  From  1980  to  1985,  however,  utilization  per 
capita  increases  in  the  U.S.  exceeded  those  in  Canada  (13.9  percent  vs. 
11.1  percent) . 
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CHAPTER  4 

OPnC»JS  FOR  OC^TTRDIIaENG  THE  IMPACT  OF  VI  GROWIH  OH  MEDICARE  OUITAYS 

Ihe  researdh  findings  discussed  earlier  have  made  a  significant 
contribution  to  the  analysis  of  the  VI  grcwth  by  identi:^ing  vdiere  recent 
growth  has  occurred,  by  type  and  place  of  service,  and  by  identifying 
types  of  procedures  growing  roost  rapidly.  For  exaitple,  recent  growth 
appears  to  have  been  most  rapid  for  surgical  procedures  such  as  cataract 
surgery  and  colonosccpies,  radiological  procedures,  such  as  CI  scans  and 
magnetic  resonance  imaging,  and  for  special  tests  such  as  EOGs,  other 
cardiac  tests,  c^thalroosccpy,  and  others.  Midi  of  this  grtjwth  has 
occurred  in  ambulatory  settings. 

As  we  have  seen,  however,  the  physician  services  market  is  volatile, 
and  research  cowpleted  thus  far  does  not  permit  us  to  clearly  identic 
specific  causes  of  recent  growth.  Changes  in  the  health  care  environment, 
such  as  Medicare  PPS,  develc^arvent  of  FRDs,  rising  assignment  rates, 
increased  use  of  outpatient  surgery,  and  fee  freezes  may  have  contributed 
to  recent  VI  growth,  but  VI  growth  is  a  powerful  trend  with  many  causes 
that  has  continued  for  many  years  and  may  be  expected  to  continue  long 
beyond  these  influences.  Further,  we  have  no  information  as  to 
appropriateness  of  this  growth  or  its  benefit  to  patients.  Thus,  it  is 
inportant  to  consider  a  wide  range  of  options  for  controlling  the  iirpact 
of  VI  growth  on  Medicare  outlays  because  there  does  not  appear  to  be  any 
one  solution  to  the  VI  prctolem.  This  chapter  examines  four  general  types 
of  options: 

A.  Aggregating  payments 

1.  Capitation 

2.  GeograpAiic  capitation 

3.  Physician  capitation 

4.  PFOs  and  other  managed  care  arrangements 

5.  Bundling  of  j*iysician  and  facility  payroents/j^ysician 

ERGS 

6.  Other  bundling  options 

7.  litproved  coding/definition  of  services 

B.  Incentives  targeted  to  beneficiaries 

1.  Beneficiary  cost  sharing 

2.  Second  surgical  opinions 

C.  Influencing  physician  decisionmaking 

1.  Clinical  guidelines  and  effectiveness  research 

2.  Utilization  review  and  coverage  policy 

3.  Conflict  of  interest  rules 

4.  Adjusting  payments  for  services 

D.  Growth  targets 
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In  evaluating  these  cptions,  we  consider  their  ability  to  control  the 
effect  of  VI  grcwth  on  outlays,  their  administrative  costs  and 
feasibility,  and  their  likely  effect  on  the  apprcpriateness  of  medical 
care,  on  beneficiary  liability  and  access  to  care,  and  on  physician  and 
beneficiary  behavior. 

Aqgrecfating  payments.  The  purpose  of  making  aggregate  payment  for  a  grot?) 
of  services  is  to  encourage  the  provider  or  entity  that  receives  the 
payment  to  provide  care  efficiently.  Ihere  are  few  incentives  to  provide 
unnecessary  services  because,  unlike  fee-for-service  systems,  there  is  no 
additional  payment  for  additional  services. 

Capitation.  Historically,  capitation  has  been  the  most  efficient  way  to 
constrain  health  care  costs  (Iiift,  1978;  Manning  et  al.,  1984) .  Under  a 
capitated  approach.  Medicare  makes  a  single  payment  in  advance  for  all 
covered  services  for  each  beneficiary.  In  contrast  to  fee-for-service 
based  payment  systems,  capitated  systems  provide  incentives  for  providers 
to  simultaneously  control  price  and  VI,  and  they  create  a  mechanism  to 
control  Medicare  outlays.  Capitated  systems  have  a  number  of  related 
advantages;  a  reduced  level  of  Federal  regulation  can  be  achieved,  for 
exaiiple,  because  the  capitated  system  can  be  assigned  responsibility  for 
payment  details.  Capitated  systems  have  greater  capacity  to  identify  and 
correct  VI  related  prc±)leras  at  the  local  level.  Within  a  capitated  plan, 
fiiysicians  have  autoncaoay  to  make  appropriate  clinical  decisions  yet  are 
more  able  to  coordinate  the  total  costs  of  care  with  other  providers  and 
administrators . 

Previous  research  has  shewn  that  HMDs  achieve  roost  of  the  savings 
throu^  lower  hospital  utilization.  Patients  enrolled  in  HMOs  had  as  much 
as  35  percent  lower  rates  of  hospital  use  as  ccartpared  to  those  enrolled  in 
traditional  fee-for-service  plans  (Iiift,  1981;  Scitovsky,  1981; 
Manning  et  al.,  1984) .  HMOs  might  substitute  less  ejqjensive  physician 
care  for  hospital  care;  luft  (1981)  reported  that  HMO  enrollee  use  of 
outpatient  and  physician  services  is  about  10  percent  hi^er  than 
enrollees  in  conventional  plans. 

In  theory,  capitation  creates  incentives  for  providers  to  underserve 
patients,  but  research  has  not  revealed  evidence  that  the  quality  of  care 
under  capitated  systems  is  inferior  to  that  under  conventional  care 
(e.g..  Ware  et  al.,  1987) .  Capitated  care  is  successful  and  widespread  in 
the  United  States,  and  the  number  of  Medicare  beneficiaries  enrolled  in 
capitated  systems  has  doubled  in  the  last  5  years.  Nevertheless,  only 
3  percent  of  Medicare  beneficiaries  are  enrolled  in  capitated  systems  and, 
even  with  continued  strong  growth,  other  strategies  are  necessary  for  the 
short  and  medium  term. 

Geocfra]±tic  capitation.  A  geographic  capitation  system  would  put  an 
organization,  such  as  an  insurer,  at  risk  for  pSiysicians'  services 
provided  to  all  Medicare  beneficiaries  living  in  a  geographic  area,  such 
as  a  State  or  carrier  service  area.  In  effect,  the  Federal  Government 
would  buy  the  Medicare  benefit  package  on  behalf  of  all  Medicare 
beneficiaries  in  an  area  at  a  fixed  price  frcam  a  single  underwriting 
entity  (Bumey  et  al., 
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1984) .  This  single  entity  could  be  at  full  risk  for  any  difference 
betw^ai  the  target  budget  and  actual  ejq^enses.  Conpetition  could  be 
encouraged  by  permitting  beneficiaries  to  enroll  in  other  capitated  plans 
in  the  same  area. 

Under  this  ^proach,  Medicare  mi^t  be  able  to  take  advantage  of  the 
benefits  of  dealing  with  capitated  entities  without  all  beneficiaries 
enrolling  in  HMOs  or  other  capitated  plans.  A  key  advantage  of  geograj±iic 
capitation  is  that  it  could  preserve  traditional  Medicare  for 
beneficiaries  \(*iile  providing  a  cap  on  total  Federal  liability  for  the 
program.  The  capitated  entity  could  offer  Medicare  beneficiaries  a  choice 
of  plan  options  that  have  cost  control  features.  A  concern  about 
geograjiiic  capitation,  however,  is  that  it  mi^t  discourage  carpetition  if 
large  insurers  beccarte  even  more  dcsminant  in  their  market.  Sorae  critics 
have  argued  that  geographic  underwriters  would  need  to  be  regulated  like 
utilities. 

Physician  capitation.  Another  alternative  to  making  capitated  payments 
for  all  Medicare  services  would  be  to  make  a  capitated  payment  to 
jAiysician  grocops  that  would  cover  scare  or  all  Part  B  services.  As  with 
total  capitation,  physician  capitation  shifts  the  risk  of  increasing  VI 
frcm  the  Government  to  the  physicians,  thereby  changing  incentives. 

Services  covered  could  include  all  jiiysician  services  or  a  package  of 
selected  services,  such  as  primary  care  along  with  outpatient  laboratory 
and  x-rays.  The  individual  primary  care  physician  or  group  practice  could 
receive  a  capitated  payment  for  the  primary  care  of  each  enrolled 
beneficiary.  While  the  primary  care  0iysicians  might  also  be  put  at  risk 
for  services  performed  by  specialists,  it  would  probably  be  difficult  for 
individual  primary  care  physicians  to  control  services  performed  by 
specialists. 

An  advantage  of  physician  capitation  is  that  the  total  amount  of  risk 
is  less  than  v^en  cill  services  are  capitated  because  the  relatively  more 
expensive  hospital  costs  are  excluded  from  the  capitated  payment.  Ihus, 
relatively  small  organizations,  such  as  modest  sized  grxxap  practices, 
could  becone  capitated  providers  for  seme  services.  As  is  true  for  other 
capitated  plans.  Medicare  would  need  to  monitor  access  to  and  quality  of 
care  to  ensur^e  that  necessary  services  are  not  denied. 

PPOs  and  other  managed  care  arrangements.  A  PPO  is  a  network  of  providers 
v*io  agree  to  provide  health  care  services  at  Icwer  than  usual  fees  in 
exchange  for  expected  advantages,  such  as  prcanopt  payment  and  an  increased 
volume  of  patients.  Ihe  savings  from  PPOs  are  generally  achieved  through 
efforts  such  as  utilization  review,  hospital  pre-certification,  concurrent 
review  of  inpatient  days,  discounted  fees,  and  directing  patients  to 
preferred  providers.  Specific  operating  procedures  and  program 
characteristics  vary  among  PPOs  and  other  managed  care  arrangements,  but 
j^iysicians  participating  in  them  generally  agree  to  accept  intensive 
utilization  review,  v*iich  includes  the  measurement  of  rates  and  patterns 
of  services  that  are  provided. 
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One  method  to  control  ejq^enditures  is  to  eirploy  case  management 
techniques  as  a  method  of  controlling  expenditures  for  especicilly 
expensive  patients  throu^  directly  managing  use  of  services,  offering 
special  benefits,  and  directing  patients  to  particular  sources  of  care. 
Case  management  may  be  targeted,  for  exairple,  to  patients  vAio  have  been 
diagnosed  as  having  conditions  associated  with  hi^  costs,  those 
reccanroended  for  a  hi^  cost  surgical  procedure  (e.g. ,  coronary  artery 
bypass  grafts)  or  those  with  ej^senditures  that  have  alreacty  exceeded  a 
preset  limit.  As  discussed  earlier,  many  State  Medicaid  programs  have 
adopted  managed  care  initiatives,  including  the  management  of  primary 
care. 

HCFA  is  develcping  a  PPO  demonstration  involving  five  sites  to  test 
the  feasibility  of  offering  Medicare  beneficiaries  the  option  of  receiving 
managed  health  care  services  on  a  fee-for-service  basis.  If  successfully 
demonstrated,  it  is  expected  that  Medicare  PPOs  will  add  to  the 
Department's  overall  strategy  for  improving  the  health  care  system  throu^ 
corrpetition  and  expanded  beneficiary  choice,  v^ile  offering  a  means  to 
control  the  increasing  volxmie  of  services  and  associated  health  care 
e}$)enditures.  Under  this  demonstration,  local  beneficiaries  in  each  test 
site  will  be  given  the  option  to  use  PPO  fiiysicians.  Those  that  do  will 
be  encouraged  to  use  the  more  cost  effective  PPO  physicians  throu^  a 
variety  of  incentives,  such  as  reduced  out-of-pocket  costs  or  additional 
services. 

Bundling  ]::Aiysician  and  facility  payments/]:±i.ysician  DRGs.  At  present, 
ffedicare  maJces  a  separate  payment  for  each  p^iysician's  service  and  also 
makes  a  payment  to  the  facility  v*ien  services  are  provided  in  facilities, 
such  as  hospitals  and  ASCs.  VI  of  some  piiysicians'  services  mi^t  be 
controlled  by  making  a  single  payment  for  all  associated  j^iysician 
charges.  This  payment  could  be  combined  with  the  payment  to  the  facility, 
or  could  be  made  separately,  such  as  to  a  piiysician  groi^j  or  medical 
staff.  There  are  many  possibilities  for  develcping  prospective,  per  case 
payments  for  pAiysician  services,  such  as  including  selected  services 
performed  in  iipatient  or  outpatient  hospitals  and  ASCs.  In  general, 
bundled  payments  contain  incentives  for  providers  to  reduce  the  use  of 
marginal  procedures  and  reduce  the  pEportunity  for  discretionary  billing 
of  services. 

There  are  several  issues  that  must  be  addressed  to  implement  this  type 
of  payment  approach,  such  as  determining  an  entity  to  receive  and 
distribute  the  bundled  payment,  monitoring  to  determine  vdiether  the  full 
bundle  of  services  was  provided,  and  deciding  v*ien  and  how  services 
outside  the  bundle  might  be  paid.  Recently,  Welch  (1988)  suggested  that 
payment  could  be  made  to  the  medical  staff  in  both  irpatient  and 
outpatient  settings  since  this  could  create  a  large  enou^  risk  pool  to 
spread  financial  risk  and  maintain  quality  of  care. 

One  exanple  of  this  payment  approach  that  is  already  in  the  process  of 
being  demonstrated  is  to  mate  a  single  payment  for  all  services  associated 
with  selected  hi^  volume  procedures.  After  inquiries  from  selected 
providers  v*io  were  interested  in  this  type  of  payment  approach.  Medicare 
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has  begun  iirpleonentation  of  a  demonstration  in  vM.ch  a  single  payment  will 
be  made  for  all  services  associated  with  coronary  artery  bypass  surgery. 
A  similar  demonstration  for  services  associated  with  cataract  surgery  is 
being  designed. 

Another  exairple  of  a  bundled  payment  approach  would  be  to  use  CRGs  to 
determine  payments  for  some  or  all  iipatient  jAiysician  services.  In  this 
way,  Medicare  mi^t  control  costs  and  encourage  efficiency  by  paying  an 
amount  determined  in  advance  for  all  the  jiiysician  services  provided 
during  a  hospital  stay.  Itiis  bundling  ajproach  would  be  conc^jtuEilly 
similar  to  the  current  PPS  for  hospitals. 

Services  in  inpatient  hospitals  account  for  about  $12  billion  of 
allowed  charges  viiich  r^resents  about  40  percent  of  total  Part  B 
ejqjenditures.  Further,  recent  data  (Table  2)  suggest  that  after  a  few 
years  of  relative  stability,  jiiysician  expenditures  in  inpatient  hospitals 
may  again  be  increasing  (i.e. ,  from  1986  to  1987  there  was  an  increase  in 
allowed  charges  in  iipatient  hospitals  of  almost  11  percent) .  Previous 
analysis  has  shewn  that  WGs  could  theoretically  be  used  to  determine 
payments  for  irpatient  jAiysicians'  services,  althou^  there  are 
significant  administrative  and  iitplementation  issues. 

An  alternative  to  including  all  iipatient  services  in  the  EM3  type 
payment  would  be  to  only  include  selected  jAiysician  services  such  as  all 
surgical  services  or  those  provided  by  radiologists,  anesthesiologists, 
and  pathologists  and  assistants-at-surgery.  These  latter  physicians  are 
rarely  selected  by  patients,  their  services  are  dependent  i:5»n  the 
attending  j^iysician's  orders  or  decision  for  surgery,  and  their  care  for 
patients  ends  with  discharge. 

Other  bundling  options.  There  are  other  less  extensive  bundling 
approaches  that  mi^t  assist  Medicare  to  achieve  cost  control  of  seme 
services  by  redefining  the  payment  unit  f rem  a  narrew  procedure  to  a  more 
cestprehensive  packaging  of  services.  Exaitples  mi^t  include  office  visit 
packages  (Mitchell  et  al.,  1987)  in  v^iidh  the  visit  charge  would  include 
all  associated  ancillary  services  (e.g. ,  lab  tests,  x-irays,  ECJGs) .  A 
variation  of  this  ^proach  to  packaging  office  visit  services  would  be  to 
include  only  the  jAiysician's  professional  interpretation  of  the  ancillary 
services  (Bogen  et  al.,  1988)  since  the  physician  mi^t  not  actually 
perform  the  service  but  only  interpret  the  results,  and  becaiase  seme  test 
interpretation  is  irtplied  in  the  definitions  of  some  of  the  visit  codes. 

Yet  another  bundling  approach  would  be  to  include  the  office  visit 
charge  in  the  charge  for  some  minor  surgical  and  diagnostic  procedures, 
such  as  skin  lesion  removals.  In  these  instances,  separate  bills  for 
visits  would  not  be  allewed  unless  it  were  clear  that  other  significant 
services  were  provided  during  the  visit  (Bogen  et  al.,  1988) . 

Improved  codincr/definition  of  services.  More  precise  coding  rules  could 
reduce  both  ipcoding  and  unbundling  for  some  services.  One  area  in  vdiich 
upcoding  is  of  special  concern  is  for  services  such  as  office  visits, 
hospital  visits,  and  consultations  (OIG  report,  1989) .  Possible  solutions 
could  be  to  collapse  the  number  of  codes  used  for  payment  purposes,  or  to 
incorporate  time  spent  by  the  physician  in  providing  the  service. 
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Ctodes  that  bundle  services  together  are  ea^  to  devise  for  some 
services  such  as  surgery.  For  exairple,  surgeons  generally  include  in 
their  gldbeH   fee  all  services  from  the  ironent  that  the  decision  is  made  to 
operate  until  the  patient  has  ccsrpleted  a  normal  recovery.  Medicare 
carriers  generally  have  rules  as  to  the  services  surrounding  a  surgery 
that  are  included  in  the  "gl<±al  fee,"  but  these  rules  vary  from  carrier 
to  carrier. 

INFLUENCING  PATIENT  BEHAVIOR 

Beneficiary  cost  sharing.  Currently,  Medicare  beneficiaries  are 
responsible  for  the  first  $75  of  covered  services  before  Medicarie  begins 
to  pay  for  service.  (This  "deductible"  amount  was  set  at  $50  in  1966  and 
was  raised  to  $60  in  1973  and  $75  in  1982.)  After  the  deductible  is  met, 
the  beneficiary  is  responsible  for  20  percent  of  the  allowed  charge  per 
service  and,  for  unassigned  claims,  any  amount  by  vdiich  the  actual  charge 
(as  limitaJ  by  the  MAAC)  exceeds  the  allowed  charge.  Ihe  goal  of  cost 
sharing  is  to  give  beneficiaries  an  interest  in  selecting  less  costly 
providers  and  in  questionir^  the  necessity  of  services  by  making  them  more 
sensitive  to  cost. 

Deductibles  and  coinsurance  can  reduce  use  of  services  and  are 
ccramonly  used  by  a  wide  variety  of  insurance  plans  to  control  costs  and 
persuade  patients  to  vise  preferred  providers.  Ihe  effect,  however,  of 
deductibles  has  decreased  for  Jfedicare  as  inflation  has  decreased  the  real 
dollar  value  of  the  deductible,  and  growing  ownership  of  Medigap  policies 
has  decreased  beneficiary  liability  for  both  the  deductible  and 
copayment.  Recent  studies  (Taylor  et  al.,  1988;  McCall  et  al.,  1989) 
estimate  that  Medicare  benefits  are  rou^ily  40  percent  hi^er  for  those 
that  purchase  Medigap  policies  because  of  increased  VI  resulting  from 
Medigap  coverage.  Medigap  policies  may  not  cause  the  hi^er  payonents, 
however,  because  beneficiaries  with  high  liabilities  or  hi^er  risk  may  be 
more  likely  to  purchase  Medigap  policies. 

Because  cxpayments  reduce  use  of  services,  they  could  have  an  affect 
on  health  status  in  a  few  circumstances.  For  exauple,  the  Rand  health 
insurance  e3q)eriinent  (Keeler  et  al.,  1985),  \»Aiicii  involved  nondisabled 
persons  under  65,  showed  that  free  care  provided  health  care  inprovement 
in  2  of  10  health  measures  analyzed  (hypertension  and  vision  care) .  Other 
analyses  of  these  data  suggest  a  general  prc±>lem:  copayments  reduce  an 
individual's  likelihood  of  seeking  care,  but  they  have  no  effect  on  the 
cost  of  care  once  the  individual  enters  the  health  care  system 
(Manning  et  al.,  1988).  Once  individuals  seek  a  jAiysician's  advice,  their 
liability  for  copayment  ajpears  to  have  little  impact  on  lase  of  services. 

Second  surgical  opinion  programs  fSSOP) .  Surgery  accounted  for  about  41 
percent  of  the  total  increase  in  physician  spending  over  a  recent  5  year 
period  (1982-1987) .  In  an  atterrpt  to  reduce  unnecessary  risk  to  patients 
and  control  surgical  spending,  Ifedicare  and  many  private  payers  and 
Ifedicaid  programs  use  SSOPs  to  ensure  that  surgery  performed  is  medically 
necessary.  Another  possible  benefit  of  SSOPs  is  that  they  mi^t  also 
achieve  savings  by  reducing  unnecessary  surgery  throng  an  indirect 
sentinel  effect  resulting  from  physician  awareness  of  the  program.  SSOPs 
can  be  voluntary  or  mandatory;  in  the  latter  case  beneficiaries  must  seek 
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a  second  cpinion  if  they  want  the  insurer  to  pay  full  benefits  for  the 
procedure.  Medicare  encourages  second  surgical  cpinions  by  paying  for 
them  and  by  maintaining  hotlines  throu^  vdiich  beneficiaries  can  cAstain 
names  of  physicians  qualified  to  provide  second  or  even  third  opinions. 
In  addition,  as  required  lay  the  Consolidated  Omnibus  Budget  Reconciliation 
Act  of  1985  (P.L.  99-272) ,  FRDs  subject  at  least  10  surgical  procedures  to 
pre-admission  and/or  pre-procedure  review  and  can  require  a  second  cpinion 
vAien  ^prcpriate. 

The  procedures  that  are  the  best  candidates  for  inclusion  in  a  SSOP 
are  those  that:  (1)  can  be  postponed  without  undue  risk  to  the  patient, 
(2)  account  for  a  significant  amount  of  e3q)enditures,  and  (3)  have  unclear 
indications  as  to  vAien  they  are  medically  necessary.  Atteirpts  to  measure 
the  effectiveness  of  SSOPs  have  had  mixed  results  because  many  of  the 
costs  and  benefits  are  difficult  to  quantify. 

INFIUENCING  FHYSICIAN  BEHAVIOR 

Clinical  guidelines  and  effectiveness  research.  Clinical  guidelines  and 
effectiveness  research  seek  to  provide  {Aiysicians  and  others  with 
information  to  assist  in  determining  the  type  of  care  that  should  be 
rendered  to  a  particular  patient.  Effectiveness  research  may  have 
inplications  regarding  vdiat  services  will  be  covered  even  thou*^  the 
primary  goal  is  to  influence  decisionmaking  by  providing  better  data. 

The  argument  for  this  stirategy  is  the  shortage  of  consensus  and  hard 
data  as  to  v*ien  procedures  should  be  done.  This  argument  is  buttressed  by 
evidence  that  many  iitportant  procedures  are  done  for  indications  that 
consensus  panels  identify  as  inajprcpriate.  For  exaitple,  Chassin  et  al. 
(1987) ,  using  a  consensus  panel's  reccammendations,  studied  ajprcpriateness 
of  the  use  of  three  procedures  (coronary  angiografAiy,  carotid 
endarterectoray,  and  i;53per  gastrointestinal  tract  endoscopy)  and  its 
relationship  to  geographic  variations  in  their  use  among  the  Medicare 
population.  They  found  that  17  percent  to  32  percent  of  those  procedures 
were  done  without  appropriate  indications.  The  panel  did  not  esqplicitly 
consider  appropriateness  recoaranendations  for  a  Medicare  vs.  a  non-Medicare 
population  mix,  and  the  stucty  did  not  solicit  information  from  the 
jiiysician  viien  chart  documentation  was  inadequate. 

The  record  of  consensus  develcpinent  is  mixed.  For  exairple,  the  Office 
of  Medical  ^^lications  of  Reseaixh  of  the  National  Institutes  of  Health 
has  sponsored  almost  a  hundred  consensus  development  conferences  on  a 
variety  of  clinical  issues.  The  reports  of  these  conferences  have  been 
widely  criticized  as  conservative,  v^ich  means  that  they  tend  to 
articulate  existing  consensus  rather  than  forging  agreement  v^iere  it  has 
not  existed.  Althou^  HCFA  incorporates  these  reccammendations  into 
coverage  assessments,  HCFA  has  never  changed  an  existing  rule  on  coverage 
of  medical  services  as  the  result  of  a  consensus  conference.  Further,  and 
perhaps  more  serious,  Kosecoff  et  al.  (1988)  found  little  impact  from 
these  consensus  conferences  on  actual  physician  practices.  It  should  also 
be  noted  that  neither  guidelines  based  on  consensus  nor  effectiveness 
research  will  necessarily  reduce  VI  of  services.  Clinical  guidelines  and 
effectiveness  research  could  lead  to  increased  use  of  some  services  such 
as  for  increased  use  of  flexible  scopies  for  cancer  screening  and 
detection. 
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utilization  review  and  cxiveraqe  policy.  Utilization  review  d^^ends  on 
organizations,  such  as  Medicare  carriers,  EROs,  insurers,  and  medical 
societies,  to  change  physician  behavior  throu^  education,  withholding 
payment,  or  other  sanctions.  Utilization  review  may  cperate  three  ways: 
(1)  prospectively,  before  service  is  rendered,  throu^  methods  such  as 
pre-admission  screening  and  second  surgical  opinions,  or  after  service  is 
rendered  but  before  payment  is  made,  (2)  concurrently,  throu^  monitoring 
care  during  treatment,  and  (3)  retrospectively,  thrxxi^  reviews  of  claims 
and  medical  records,  either  before  or  after  payment  is  made.  Coverage 
policy  is  closely  related  to  utilization  review,  althou^  the 
administrative  structures  are  different.  Coverage  policy  is  the  method  by 
v*iich  Medicare  defines  the  services  for  v*iich  it  will  pay  and  the 
circumstances  in  vAiich  it  will  pay. 

Utilization  review  that  assesses  the  ^prtpriateness  of  individual 
services  may  control  scroe  VI  growth  (Eisenberg,  1988) .  Althou^ 
utilization  review  has  been  used  extensively  in  hospital  settings,  recent 
analyses  suggest  that  much  of  the  savings  attributed  to  utilization  review 
for  hospital  services  are  achieved  by  a  "one  time"  reduction  in  service 
volume,  after  vdiich  volume  continues  to  rise  at  about  the  same  rate  as 
before  the  utilization  review  program  (Feldstein  et  al.,  1988).  In 
addition,  reviewing  physician  out-of -hospital  services  is  substantially 
more  laborious  because  of  the  larger  number  of  providers,  patients,  and 
services  involved,  and  because  there  is  a  lower  average  payment  per 
claim.  It  mi^t  be  possible  to  increase  utilization  review  activities  for 
jAiysicians  with  large  increases  in  Ifedicare  VI,  or  in  geograj^c  areas 
v*iere  the  number  of  procedures  per  beneficiary  is  largest. 

Conflict  of  interest  rules.  There  is  a  potential  conflict  of  interest  any 
tame  a  jAiysician's  decision  regarding  providing  or  ordering  a  service  may 
increase  his/her  profit.  In  a  fee-for-service  system,  some  such  conflicts 
are  inevitable,  but  certain  situations  create  even  more  powerful 
conflicts.  For  exanple,  conflict  of  interest  concerns  are  raised  by  the 
possibility  that  jAiysicians  mi^t  over-prescribe  drugs  vAien  they  dispense 
them  directly  to  patients.  Conflict  of  interest  concerns  are  also  raised 
vdien  0iysicians  own  imaging  facilities  or  laboratories  to  vhich  they  refer 
patients.  Subsequent  growth  in  VI  of  those  services  raises  inevitable 
suspicions  in  the  minds  of  the  public  and  Federal  officials.  There  is 
little  direct  evidence  about  the  actual  inducements  resulting  from  such 
arrangements,  and  consequently,  as  to  the  savings  that  forbidding  such 
referrals  mi^t  achieve.  In  areas  v^ere  the  physicians  owned  the  only 
facilities,  conflict  of  interest  rules  might  even  create  barriers  to  care. 

Adiustincf  payments  for  services.  Some  economists  believe  that  inequitable 
relative  payment  rates  mi^t  create  economic  incentives  for  physicians  to 
inappropriately  perform  scsne  services  (Hsiao  et  al.,  1988) .  This  suggests 
that  it  mi^t  be  possible  to  moderate  volume  growth  of  some  services 
throu^  selected  payment  adjiastments  based,  for  exairple,  on  inherent 
reasonableness  or  on  recent  research  on  relative  values  for  physician 
services.  Modifying  relative  payment  amounts,  however,  seems  unlikely  to 
have  a  substantial  impact  on  overall  increases  in  volimte.  Basic 
fee-for-service  incentives  to  increase  billing  would  still  be  operative. 
Moreover,  as  discussed  in  Chapter  5,  changing  relative  payments  could 

4-8 


actually  result  in  an  increase  in  outlays  if  physicians  v*io  face  fee 
reductions  under  a  RVS-based  fee  schedule  respond  with  an  offsetting 
increase  in  volume. 

Growth  taraets.     Growth  targets  set  in  advance  an  acc^jtable  level  or  rate 
of  increase  in  aggregate  e>q)enditures  for  a  given  time  period.  A 
widely-discussed  model  wculd  vary  the  annual  physician  fee  ij^xiate  based  on 
a  aarparison  between  actual  and  targeted  program  outlays  in  a  preceding 
period.  Growth  targets  can  be  set  at  the  national  level  or  at  some  other 
geograpiiic  level.  Medicare  could  set  a  growth  target  for  the  year  for  a 
grotp  of  services,  all  physician  services,  all  Part  B  services,  or  even 
all  Part  A  and  Part  B  services.  This  method  would  not  control  VI 
directly,  but  could  shield  Medicare  trust  funds  frtsm  the  iirpact  of  VI 
grcwth  since  costs  to  Medicare  would  be  controlled  directly  throu^  the 
payment  per  service. 

The  primary  advantage  of  growth  targets  is  that  they  could  permit 
Medicare  to  control  Part  B  esqienditures.  There  are,  however,  a  number  of 
issues  regarding  growth  targets: 

1.  Incentives  on  individual  ]:Aiysicians.  In  effect,  a  growth  target 
holds  each  0iysician  in  the  region  for  vAiich  the  target  is  set  responsible 
for  the  collective  decisions  of  all  jAiysicians  in  the  region.  There  is, 
however,  little  incentive  for  individual  physicians  to  limit  their  VI 
increases  because  an  individual  j^ysician's  effect  on  collective 
ej^jenditures  is  so  minimal. 

Growth  targets,  however,  are  intended  to  create  a  collective  incentive 
to  encourage  the  medical  ccsranunity  to  work  cooperatively  with  the  Medicare 
program  to  identify  and  correct  problems  related  to  unnecessary  care.  A 
variety  of  collective  responses  would  be  encouraged.  One  response  would 
be  the  participation  of  organized  medicine  in  the  develc^aonent  and 
dissemination  of  practice  guidelines  and  other  educational  efforts. 
Another  response  would  be  greater  involvement  of  local  0iysicians  with  PRO 
and  carrier  activities.  The  Federal  Government  could  facilitate  these 
efforts  throu^  increased  support  of  research  and  education  concerning  the 
effectiveness  of  medical  therapies,  and  through  a  ccjtmiitment  to  improve 
PRO  and  carrier  systems.  A  growth  target  mi^t  also  encourage  the  medical 
community  to  tate  a  more  positive  afproach  toward  developnent  of  policies, 
such  as  bundling  and  managed  care,  that  would  have  a  more  direct  effect  on 
utilization.  Clearly,  physicians  would  need  to  develop  new  relationships 
with  one  another  for  this  method  of  ejqjenditure  control  to  be  equitable  to 
all  f*iysicians.  A  careful  balance  is  needed  between  arrangements  that 
control  VI  and  arrangements  that  conflict  with  c^urrent  anti-trust 
standards. 

One  method  to  establish  a  more  direct  linkage  between  the  collective 
incentives  of  the  growth  target  and  the  practice  patterns  of  individual 
j^iysicians  is  to  establish  an  "cpt-out"  for  qualified  pAiysician  grcxaps. 
Under  this  policy,  a  physician  gractp   (such  as  a  PPO  or  a  hospital  medical 
staff)  could  opt-out  of  the  general  growth  target.  Such  a  group  would 
then  receive  a  fee  update  based  on  the  cost  performance  of  the  groip  in 
relation  to  the  target  rate.  This  would  provide  incentives  for  j*iysician 
groips  to  be  organized  to  provide  care  in  a  cost-effective  manner. 
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2.  Access  for  beneficiaries.  An  iirportant  issue  is  vAiether  Medicare 
beneficiaries  vrould  be  able  to  continue  to  have  access  to  needed  services, 
with  or  without  increases  in  out-of-pocket  costs.  If  physicians  continue 
to  acc^xt  assignment  at  current  levels,  the  financial  iitpact  on 
beneficiaries  may  be  minimal  or  may  even  be  beneficial  since  growth 
targets  could  help  constrain  increases  in  cc^ayments.  Another  issue  is 
vAiether  all  physicians  would  continue  to  provide  care  to  all  Medicare 
beneficiaries  under  a  growth  target  system.  Scjne  suggest  that  the 
Canadian  ejqjerience  with  growth  targets  provides  evidence  that  physicians 
would  continue  to  provide  care  under  such  a  system.  Canada  has  an  all 
payer  system,  however,  so  almost  all  fiiysicians  vAio  wish  to  practice 
medicine  must  participate. 

The  principal  risk  in  the  IMited  States  is  that  a  Medicare-only  growth 
target  could  lead  to  a  progressive  disparity  between  Medicare  and  private 
insurance  payment  levels.  Under  a  "worst  case"  scenario,  fee  levels  would 
be  progressively  reduced  if  volume  failed  to  slow  in  response  to  the 
growth  target  and  associated  policies.  Even  in  this  case,  however,  the 
decrease  in  Medicare  payments  relative  to  private  insurance  payments  would 
occur  slowly  and  not  amount  to  more  than  a  few  percentage  points  until 
several  years  had  passed.  A  program  of  ongoing  monitoring  of  beneficiary 
access  to  care  could  protect  Medicare  beneficiaries  and,  in  addition, 
provide  market-based  data  on  v^iich  to  base  further  refinements  of  Medicare 
payments  for  jiiysician  services. 

3.  Effects  across  aeocn:H]::Mc  areas  and  specialties.  The  research 
findings  discussed  earlier  shewed  that  ej^^enditure  levels  vary  by 
geogra^iic  area  and  grow  at  varying  rates.  Areas  with  low  volume  growth 
mi^t  have  their  fees  held  down  as  a  result  of  rapid  increases  in  volume 
in  other  areas.  Thus,  the  methodology  for  determining  growth  targets 
mi^t  need  to  account  for  justifiable  differences  in  expenditure  levels 
and  increases  between  local  areas.  Similar  concerns  have  been  raised 
about  differences  in  expenditure  levels  and  growth  rates  for  different 
services  and  specialties.  A  national  growth  target  would  not  decil  with 
these  differences.  In  addition,  if  growth  targets  were  iirplemented  for 
areas  smaller  than  the  entire  country,  a  policy  would  be  needed  to  account 
for  carie  received  by  patients  v*io  live  in  areas  different  from  the  area 
v^ere  the  physician  provides  the  service.  This  could  especially  be 
iirportant  for  rural  areas  v*iere  patients  mi^t  need  to  leave  the  area  to 
receive  specialized  care  by  referral. 

4.  Using  targets  to  set  payments.  The  iirplementation  of  payment 
levels  based  partially  on  growth  target  performance  would  d^jend  i5»n  the 
accuracy  of  historic  ejqjenditure  data  and  the  time  lag  incurred  before 
reasonably  complete  data  were  available  to  determine  current  e35)enditures 
and  project  future  expenditures.  Medicare  could  recapture  ejqjenditures 
exceeding  the  pre-determined  target  in  one  of  two  ways.  One  method  would 
recapture  excess  expenditures  by  lowering  the  payment  amount  for  services 
in  the  next  time  period.  As  already  noted,  scare  Canadian  provinces  eirploy 
this  type  of  system  for  f*iysician  payments.  An  alternative  afproach  would 
be  to  withhold  a  percentage  of  the  payment  until  the  end  of  the  time 
period  v*ien  actual  expenditures  could  be  compared  to  the  target  amount. 

If  ejqjenditures  exceed  the  target,  the  withheld  amount  could  be  reduced  by 
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the  excess  expenditure  amount  before  being  distributed  to  f*iysicians, 
e.g. ,  paying  all  fees  at  95  percent  throu^out  the  time  period  with  a 
later  payment  based  on  variance  from  the  target. 

Althou^  grcwth  targets  raise  policy  issues,  they,  in  fact,  do  not 
reflect  a  major  change  from  recent  policy  es^jerience  whereby  the  Medicaare 
annual  payment  i:^)date  has  been  reduced  to  partially  offset  large 
e3q)enditure  increases.  A  growth  target  has  one  potential  advantage 
conpared  with  this  de  facto  policy.  Ad  hoc  freezes  and  cuts  in  response 
to  budget  pressures  do  not  create  an  incentive  or  framevrork  to  facilitate 
a  constructive  response  to  the  volume  issue  within  the  medical  ccanmunity. 

In  summary,  a  variety  of  design  questions  would  need  to  be  addressed 
to  develop  a  grcwth  target  policy.  These  include:  (i)  the  range  of 
services  to  be  included  in  the  target,  (ii)  vAiether  the  target  shcxild 
apply  at  a  national,  statewide,  or  sub-state  basis,  (iii)  vdiat  factors 
should  be  used  to  establish  and  i;5xiate  the  target,  (iv)  the  nature  of  the 
fee  adjustment  that  would  result  if  the  target  is  exceeded,  (v)  v^ether 
there  should  be  a  withhold  frcm  current  year  payments  or  an  adjustment  in 
fee  levels  in  the  subsequent  year  after  the  end  of  the  target  period,  and 
(vi)  vAiether  there  should  be  an  cpt-out  for  qualified  physician  groips, 
and  if  so,  v^iat  the  terms  of  the  policy  should  be. 
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CHAPTER  5 

IJipact  of  RBRVS  on  VI 

In  this  chapter  we  consider  possible  iitpacts  of  a  REBBMS-based 
payment.  As  discussed  earlier,  for  years  economists  have  inconclijsively 
debated  vAiether  growth  in  VI  was  driven  predcmainantly  by  physician 
inducement  or  by  patient  demand.  This  debate  has  usually  focused  on 
issues,  such  as  vdiether  physicians  seek  to  attain  a  target  inoaone  and 
viiether  jiiysicians  can  induce  demand  for  their  services.  This  debate  has 
important  implications  for  the  implementation  of  an  RERVS,  such  as  the  one 
being  developed  by  Hsiao  (1988)  and  other  researchers  at  Harvard 
Wiiversity  under  a  oocperative  agreement  with  HCFA.  It  is  clear  from 
preliminary  analyses  that  most  RBRVS-based  payment  schemes  inplemented  in 
a  budget  neutral  fashion  would  substantially  alter  payments  for  a 
significant  number  of  services,  generally  increasing  payments  for  visits 
and  decreasing  payments  for  many  surgical  procedures.  Under  many 
scenarios,  these  payment  changes  could  be  substantially  greater  than  any 
previous  payment  change  iitplemented  by  the  Wtedicare  program. 

Studies  that  examined  physicians'  responses  to  payment  changes  were 
reviewed  to  determine  possible  irrplications  for  iirpacts  that  mi^t  occur 
under  a  RERVS  payment  system.  Two  prior  empirical  studies  that  examined 
piiysician  responses  to  absolute  payment  changes  in  the  Medicare  program 
r^)orted  significant  volume  changes  in  response  to  payment  restraints  or 
reductions.  Researchers  at  Urban  Institute  (Holahan  and  Scanlon,  1979) 
studied  jAiysician  reactions  to  wage  and  price  controls  that  lasted  from 
1971  to  1974.  Even  thou^  prices  for  individual  services  were  limited  to 
a  2.5  percent  annual  increase  during  this  period,  es^jenditures  increased 
from  10  to  13  percent  per  year  because  of  substantial  increases  in  the  VI 
of  services  provided. 

Rice  (1984)  examined  j^ysician  responses  to  an  administrative  change 
by  the  carrier  for  Colorado  in  v*iich  all  piiysicians  in  the  State,  within 
specialty,  were  costribined  into  a  single  statewide  locality  for  purposes  of 
conpating  prevailing  charges  (previously,  the  carrier  recognized  10 
different  geogra^iic  areas  in  the  State  for  payment  purposes) .  The  effect 
of  this  administrative  change  was  to  increase  payments  for  rural 
physicians  and  sli^tly  decrease  those  for  urban  physicians.  Stuc^ 
findings  indicated  that  physicians  receiving  the  lower  payments  provided 
more  intensive  office  and  hospital  visit  services  and  increased  the  volume 
of  surgery  and  lab  services. 

In  a  review  of  Canadian  efforts  to  control  es^jenditures.  Barer  et  al. 
(1988)  and  Lcmas  et  al.  (1988)  demonstrate  a  strong  relationship  between 
fee  levels  and  service  volume.  Althou^  grcwth  in  esqjenditures  for 
physicians'  services  has  been  much  lower  in  Canada  than  in  the  U.S., 
utilization  growth,  v*iich  is  even  hi(^er  than  in  the  U.S.,  has  somevAiat 
offset  lower  grxjwth  in  payments  per  service. 

Other  investigators  report  that  they  believe  the  evidence  for  demand 
inducement  is  more  coitplex.  Feldraan  and  Sloan  (1988) ,  for  example, 
suggest  that  j^ysician  response  is  more  likely  to  involve  changes  in  mix 
or  quality  of  service  rather  than  inducement  for  additioneil  services. 
Mark  Pauly  (1988)  r^xDrted  that,  in  theory,  physician  response  to  payment 
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changes  is  partly  d^)endent  upon  0iysician  motivation  for  practicing 
medicine,  such  as  vAiether  a  physician  atterrpts  to  maximize  profits  or  act 
as  a  patient  advocate  regardless  of  economic  consequences.  (See 
i^pendix  C  for  a  summary  of  behavioral  models.) 

Based  on  these  research  findings  that  studied  more  limited  payment 
changes,  and  Medicare  program  ejqjerience,  however,  it  seems  clear  that 
physicians  can  induce  services  or  alter  Isilling  patterns  to  at  least 
partially  offset  incxatne  losses  frcsn  limitations  on  payments  for  individual 
services.  It  is  not  clear,  however,  hew  F^^ysicians  can  or  will  respond  to 
payments  based  on  an  RBRVS.  After  examining  the  evidence  on  physician 
responses  to  payment  changes,  PaiiLy  (1988)  concluded  that  the  effects  of 
an  PEEVS  on  volume  of  services  are  uipredictable  and  that  the  physicians' 
response  is  likely  to  d^)end  on  their  ability  to  induce  demand  for  their 
services.  More  recently,  HCFh  requested  opinions  from  a  number  of  health 
economists  as  to  the  probable  responses  of  physicians  to  payment  changes 
resulting  from  an  RERVS.  The  overall  view  was  that  the  changes  are  not 
predictable  and  there  was  substantial  variation  in  the  best  guesses  of  the 
authors.  Response  is  likely  to  depend  not  only  on  physicians'  ability  to 
recoup  losses  by  inducing  volume,  but  also  on  many  other  factors,  such  as 
ability  to  substitute  other  services,  the  amount  of  discretion  the 
jAiysician  has  as  to  billing  for  services,  the  degree  of  physician 
dqpendence  on  income  from  Medicare,  ability  to  recapture  Medicare  losses 
frcan  non-Medicare  patients,  and  whether  other  payers  eilso  adc^jt  payment 
schedules  based  on  PEKVS.  An  exaitple  may  clarif^^  this  point: 

O^ithalmologists  and  thoracic  surgeons  appear  likely  to  receive 
sharply  lower  payments  under  an  RHWS.  Both  specialties  receive 
42-43  percent  of  their  income  from  Medicare  beneficiaries,  conpared  to 
21-22  percent  for  the  average  general  or  family  practitioner  (Paxton, 
1987) .  Thus,  it  is  likely  that  both  c^thalmologists  and  thoracic 
surgeons  would  find  it  difficult  and  costly  to  step  treating  Medicare 
beneficiaries.  Their  ability  to  increase  their  vol\jme  of  services, 
however,  may  differ.  Ophthalmologists  provide  a  substantial  amount  of 
routine  primary  eye  care  for  patients;  it  mi^t  be  feasible,  therefore, 
for  cphthalmologists  to  identic  new  candidates  for  cataract  surgery  and 
lens  iitplantation,  v*iioh  is  the  procedure  from  vdiich  they  receive  most 
income,  and  to  offer  the  procedure  to  their  patients.  By  contrast, 
thoracic  surgeons  provide  little  primary  care  and  are  heavily  d^jendent  on 
referrals  from  nonsurgeons  and  especially  from  cardiologists;  thus,  it 
mi^t  be  far  more  difficult  for  thoracic  surgeons  to  induce  demand  for 
their  services. 

As  an  alternative  to  inducing  demand  for  services  to  Medicare 
patients,  some  physicians  mi^t  atteitpt  to  recoup  losses  by  not  aoc^3ting 
assignment.  Another  alternative  mi^t  be  to  provide  fewer  services  to 
Medicare  patients  if  payments  for  those  services  drc^ped.  But  even 
decreased  payments  under  an  RHWS  would  still  provide  substantial 
take-home  income  to  affected  specialties,  so  they  would  be  likely  to 
decrease  their  services  to  Medicare  patients  only  if  they  could  treat  some 
other  groip  v*io  paid  more.  The  ability  of  specialists  to  do  this  is 
likely  to  d^jend  on  payment  levels  from  other  insurers.  If  other  payers 
were  to  adopt  the  fee  schedules  that  Medicare  developed  from  an  RBRVS, 
physicians  mi^t  not  be  able  to  decrease  services  to  Medicare  patients. 
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Finally,  it  is  inportant  to  realize  that  we  have  focused  on  the 
induction  of  demand  in  response  to  decreased  payments.  Ihe  other  side  of 
the  coin  is  that  jiiysicians  mi^t  be  more  willing  to  provide  those 
services  for  v*iich  payments  increased.  For  exaiiple,  a  number  of  advocates 
of  the  PBRVS  have  argued  that  it  would  increase  the  incentives  to  provide 
"cognitive"  services.  Ihere  is,  however,  almost  no  direct  evidence  on 
vdiether  increased  payments  result  in  increased  or  decreased  volume  of 
services. 

Given  that  we  do  not  knew  vdiether  the  most  affected  specicilties  will 
be  able  to  induce  demand  for  their  services,  that  we  cannot  predict  the 
responses  of  other  insurers,  and  that  the  contenplated  changes  are  very 
different  frcm  those  for  vMch  we  have  historical  evidence,  projections  of 
physician  response  to  an  RBRVS  are  uncertain.  Nevertheless,  this  response 
is  iirportant  for  two  reasons: 

—  Budget  iirpacts  would  need  to  be  assessed  if  an  RERVS  were  adcpted 
as  a  basis  for  payment.  An  RHWS  could  be  inplemented  in  a 
budget  neutral  manner  so  it  would  not  increase  e:q5enditures  or 
could  be  inplemented  to  achieve  savings.  Budget  neutrality  would 
require  a  prediction  of  how  great  a  volume  of  services  will  be 
provided,  and  this  volume  depends,  in  turn,  on  how  much 
0iysicians  increase  their  volume  of  services  to  recoup  reduced 
payments.  Thus,  the  more  induced  demand  is  assumed,  the  lower 
the  payments  will  be  to  all  jAiysicians.  In  turn,  if  we  assume 
induced  demand,  we  find  that  the  iitpact  of  an  RBRVS  on  Medicare 
revenues  by  ^)ecialty  decreases.  In  Table  16,  we  show  the 
effects  on  specieilty  income  of  responses  by  physicians  that 
recotp  differing  percentages  of  the  loss  that  an  RERVS  might 
cause.  To  project  the  iirpact  of  payment  changes  in  the  past, 
both  HCFA  actuaries  and  the  Congressional  Budget  Office  have 
assumed  that  physicians  would  atteitpt  to  recoup  lost  income. 

—  If  there  is  a  substantial  induction  of  demand  by  piiysicians  in 
response  to  decreased  payments.  Medicare's  pr(±)lems  with  VI 
growth  mi^t  beccstne  appreciably  worse. 

In  summary,  the  effects  of  an  RBRVS  on  VI  of  physician  services  are 
not  predictable.  Althou^  most  analysts  believe  that  there  would  be  some 
short-term  increase  in  VI  frcm  j^ysicians  v*io  suffered  a  net  reduction  in 
Medicare  payments,  there  is  no  agreement  as  to  vdiether  this  decrease  would 
be  large  or  small.  There  is  also  no  consensus  as  to  the  prctoable 
behaviorial  response  of  0iysicians  v^o  experienced  a  net  increase  in 
Medicare  payments;  it  seems  unlikely,  however,  that  these  p*iysicians  would 
sharply  reduce  their  level  of  services.  Thus,  it  seems  likely  that  the 
increased  VI  for  0iysicians  that  have  a  net  loss  in  Medicare  revenues 
would  be  greater  that  a  reduction  in  VI  that  mi^t  occur  for  0iysicians 
that  gain  additional  Medicare  revenues. 

Because  of  this  uncertainty  as  to  behaviorial  response,  the  most 
prudent  approach  to  inplementing  an  RBRVS  mi^t  be  to  adept  a  growth 
teirget  that  would  enable  Medicare  to  take  care  of  any  behaviorial  response 
as  it  took  place.  A  growth  target  would  also  take  account  of  features  of 
iitplementation  that  could  not  be  made  precisely  budget  neutral,  such  as 
changes  in  glotoal  fee  definitions  and  changes  in  geograj*iic  areas  used  for 
payment  determinations. 
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APPEMDIX  A 

HOW  MEDICARE  DETERMINES  PHYSICIAN  PAYMENTS 

Medicare  cuirently  pays  for  physician  services  on  a  fee-for-service 
basis  kncwn  as  the  custcmary,  prevailing,  and  reasonable  charge  system. 
Medicare  annually  pays  about  400  million  claims  for  physicians'  services 
to  about  500,000  different  physicians  for  over  7,000  different  service 
codes.  Under  this  system,  payment  is  based  on  the  charge  that  Medicare 
deems  reasonable  for  the  service.  Medicare's  reasonable  or  allowed  charge 
for  a  service  provided  is  the  lowest  of  the  actual  charge  sutsnitted  by  the 
jAiysician,  the  jAiysician's  customary  charge  (the  physician's  median  charge 
for  the  service) ,  or  the  prevailing  charge  in  the  locality  (75th 
percentile  of  charges  for  all  f*iysicians  in  the  area  providing  the 
service) . 

Since  ffedicare  began,  a  large  number  of  limits  and  other  adjustments 
have  been  iirplemented  that  modify  this  basic  approach  for  determining 
payments.  For  example,  as  a  result  of  rapidly  rising  fees.  Congress  in 
1972  limited  increases  in  Medicare  prevailing  charges  to  a  Medicare 
Econcflotiic  Index,  v*iich  reflects  increases  in  physicians'  office  practice 
costs  and  earnings  in  the  general  economy  (P.L.  92-603)  and,  in  the 
Omnibus  Budget  Reconciliation  Act  of  1987  (P.L.  100-203),  Congress 
iitplemented  payment  reductions  on  11  selected  surgical  procedures. 

If  the  beneficiary  receives  a  service  from  a  0iysician  v^o  accepts 
Medicare's  reasonable  charge  as  payment  in  full,  the  beneficiary  can 
"assign"  Medicare's  payment  to  the  0iysician.  In  this  case,  if  the 
j*iysician  wishes  to  "balance  bill,"  i.e.,  receive  a  payment  greater  than 
the  Medicare  allowed  charge,  then  the  physician  must  bill  the  patient  for 
the  entire  amount.  For  these  "unassigned"  services,  the  beneficiary  is 
reimbursed  on  the  bcisis  of  the  reasonable  charge  by  the  ffedicare  program. 

Fhysicians  can  participate  in  the  Medicare  program  in  two  ways.  Ihey 
can  become  "participating  0iysicians"  v*iereby  they  agree  to  acc^t 
assignment  for  all  services  rendered,  or  they  can  be  "nonparticipating" 
v^ereby  they  have  the  flexibility  to  accept  assignment  on  a  claim-by-claim 
basis.  In  either  case,  the  beneficiary  is  responsible  to  the  physician 
for  the  $75  annual  deductible  and  for  20  percent  of  the  reasonable  charge 
as  a  ccpayment. 

Exc^>t  for  the  fee  freeze  period  v*ien  Medicare  actual  charges  for 
norparticipating  physicians  were  frozen  at  levels  in  effect  during  the 
^ril-June  1984  quarter  of  1984,  there  have  not  been  any  limits  on  the 
amount  physicians  could  actually  charge  beneficiaries  until  the  recent 
iitpleroentation  of  the  maximum  allowable  actual  charge  (MAAC)  for 
noiparticipating  physicians.  Since  January  1,  1987,  a  MAAC  is  computed 
for  each  service  provided  by  each  norparticipating  jAiysician  and  is 
i^xiated  annually. 
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MEDICARE  rROGRAM  PHYSICIAN  PAYMENT  OOWIROIS  Ot^  VDIDME  AND  INTENSITY 

Overview.  Medicare  law  specifies  that  payment  will  only  be  made  for  items 
and  services  that  are  reasonable  and  necessary  for  the  diagrK>sis  or 
treatment  of  illness  or  injury  or  to  irtprove  the  functions  of  a  malformed 
body  member.  Ihe  law  further  assigns  responsibility  to  carriers  to  assure 
that  this  requirement  is  executed.  Ihe  process  by  vAiich  carriers  perform 
this  responsibility  is  referred  to  as  medical  review.  Medical  reviei^  is 
conducted  by  carriers  on  both  a  prepayment  and  postpayment  basis?  until 
recently  the  law  did  not  provide  for  preprocedure  review.  Peer  Review 
Organizations  are  beginning  to  conduct  preprocedure  review  of  a  limitai 
number  of  pr^ayment  review  surgical  procedures. 

Prepayment  Review.  Pr^ayment  review  is  procedure  oriented;  i.e.,  claims 
for  selected  services  exceeding  a  pre-established  frequency  threshold  are 
suspended  from  the  claims  process  for  intensified  review.  Ihis  is 
acccfitrplished  throu^  the  use  of  computer  edits  (medical  review  scr^ans) 
that  identify  preselected  procedures  and  suspend  claims  that  exceed  the 
established  normative  frequency  for  a  defined  tine  period  (medical  review 
parameters) .  The  Health  Care  FinarKZiing  Administration  (HCFA)  currently 
mandates  13  pr^jayment  screens  that  must  be  utilized  by  all  carriers.  Ihe 
screens  account  for  approximately  20  percent  of  medical  necessity 
denials.  Carriers  are  free  to  use  additional  cost-effective  local 
screens.  Nationcil  screens  are  refined  on  an  ongoing  basis,  based  on 
analysis  of  continuing  effectiveness. 

In  addition  to  volume  controls  achieved  by  the  use  of  frequency 
screens,  a  number  of  screens,  primarily  in  the  area  of  visits,  address 
intensity.  Examples,  of  currently  mandated  volume  and  intensity  screens 
that  are  illustrative  of  these  different  approaches  include: 

o   Volume  screen  -  diircpractic  treatments  in  excess  of  12  per 

year.  Medical  review  will  result  in  either  payment  or  denial  of 
the  claims. 

o    Intensity  screen  -  Comprehensive  office  visits  in  excess  of  one 
in  180  days.  Medical  review  may  result  in  reduction  to  an 
intermediate,  extended  or  other  Icwer  level  of  service. 

Claims  that  are  identified  for  prepayment  review  are  manually 
adjudicated  against  medical  policy  that  is  develc^3«i  by  the  carrier 
medical  director,  in  consultation  with  apprcpriate  medical  professionals. 
D^jending  on  the  degree  of  ccattplexity,  the  determination  on  each  claim  may 
be  made  by  extensively  trained  claims  personnel,  nurses  or  physicians. 

The  results  of  this  process  are  cost  effective.  Carriers  spent  $70 
million  to  conduct  medical  review  in  FY  1988,  of  v^ch  $56  million  was 
expended  to  conduct  approximately  57  million  prepayment  reviews.  Data 
from  the  HCFA  Carrier  Reasonable  Charge  and  Denial  Activity  Report  reveal 
that  approximately  65  million,  or  17.2  percent  of  claims  processed  in  FY 
1988  were  initially  denied  either  in  part  or  in  total.  Of  the  $7.3 
billion  disallcwed  frcm  these  denials  and  reductions,  noncovered  and  not 
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medically  necessary  services  acccunted  for  33  percent  of  the  disallowed 
dollars.  In  FY  89  carriers  will  conduct  pr^)ayinent  review  on  20  percent 
of  Part  B  claims  submitted  for  payment,  or  approximately  80  million 
reviews. 

Post-Payment  Review.  In  addition  to  prepayment  review,  carriers  conduct 
provider  oriented  reviews  on  a  post-payment  basis.  Ihe  post-payment 
process  focuses  on  individual  providers  by  selecting  them  for  intensified 
review  through  a  variety  of  techniques,  such  as  coaooparing  their  practice 
patterns  for  frequently  rendered  procedmres  to  those  of  their  peers. 
Providers  are  also  identified  for  revieia  based  on  information  from  a 
variety  of  sources;  e.g. ,  beneficiary  ccsonplaints,  referrals  from  other 
carrier  departments  (quality  assurance,  claims,  professional  relations) , 
and  the  Office  of  the  Inspector  General  (OIG) . 

The  post-payment  process  requires  the  carrier  to  select  a  saitple  of 
claims  for  each  provider  identified  for  post-payment  review. 
Historically,  approximately  3  percent  of  providers  were  selected  annually 
for  review.  In  FY  1988  this  equated  to  approximately  20,000  providers. 
Medical  records  are  then  reviewed  to  determine  if  overutilization  abuse, 
or  fraud  can  be  established  as  a  preliminary  finding.  D^jending  on  the 
outcome,  vdiich  includes  an  opportunity  for  the  provider  to  discuss  review 
findings  with  the  carrier  medical  director,  a  host  of  progressively  severe 
administrative  actions  may  be  initiated.  An  educational  contact  is 
generally  the  first  st^  in  this  process.  Additional  options  available, 
depending  on  case  findings,  include  establishment  and  collection  of 
overpayments,  placing  the  individual  provider  on  pr^^ayment  review  for  all 
or  a  portion  of  his  practice,  or  referral  to  the  OIG  for  civil  or  criminal 
action,  vAiicii  may  lead  to  potential  suspension  or  exclusion  from 
participation  in  the  Mfedicare  program.  Carriers  refer  ajproximately  400 
cases  annually  to  the  OIG. 

Both  HCFA  and  the  carriers  regard  the  post-payment  process  as  an 
effective  deterrent  to  overutilization,  despite  the  fact  that 
demonstrating  a  hi^  cost-benefit  has  been  difficult.  In  terms  of  cost, 
reviewing  a  post-payment  case,  viiich  consists  of  a  sample  of  claims  for  at 
least  15  beneficiaries  over  a  6-month  period,  is  es^iensive  in  contrast  to 
prepayment  review,  v*iere  the  unit  of  review  is  a  claim.  In  terms  of 
benefits,  carriers  agree  that  only  seme  of  the  total  effect  of 
post-payment  have  been  quantified,  causing  the  full  value  to  be 
understated.  Benefits  of  post-payment  review  that  result  in  avoided  costs 
include: 

-  Provides  leads  for  new  cost  effective  prepayment  screens. 

-  Enables  the  carrier  to  place  individual  providers  on  pr^ayment 
review. 

-  Provides  a  sentinel  effect  in  the  provider  oommuniiy^. 

-  Educates  providers  vAio  do  not  understand  the  program,  thus  leading 
to  reduced  inappropriate  billings. 

-  Protects  beneficiaries  from  unnecessary  care. 

-  Detects  provider  fraud  and  abuse. 
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Using  current  techniques  that  measure  only  actual  savings,  carrier 
quarterly  r^orts  indicate  that  post-payment  review  saves  $1-2  in  program 
dollars  for  each  administrative  dollar  ejqjended.  In  view  of  the  above 
cited  benefits,  HCTA  is  si^portive  of  post-payment  review  and  is  taking  a 
number  of  st^js  to  both  inprove  the  process  as  well  as  to  better 
demonstrate  its  effectiveness:  (1)  Carriers  iirplemented  a  more  focused 
case  selection  process  on  October  1,  1988.  Pilot  testing  of  this  process 
at  seven  carriers  during  FY  88  resulted  in  five  fold  increases  in 
identified  overpayments  as  well  as  referrals  of  potential  fraud  and  abuse 
cases.  (2)  KCFA  is  pilot  testing  on  a  post-payment  basis  scame  of  the  new 
tools  and  technologies  of  medical  review  (e.g. ,  ICD-9-CM  coding  of 
diagnosis,  uniform  physician  identifiers,  and  the  Ccscnmon  Working  File) . 
(3)  HCFA  is  developing  a  ccramunications  network  between  carrier  medical 
directors  to  enable  them  to  share  timely  information  on  local  program 
vulnerabilities,  as  well  as  to  share  effective  approaches  to  deal  with 
these  problems.  (4)  HCFA  is  attempting  to  develcp  analytical  techniques  to 
measure  the  deterrent  effect  of  post-payment  review.  In  the  interim,  in 
further  recognition  of  the  indirect  benefits  of  the  post-payment  process, 
HCFA  increased  carrier's  post-payment  review  funding  by  $15  million  for 
FY  89.  Of  approximately  $95  million  that  carriers  will  spend  on  medical 
review,  about  30  percent,  or  $28.3  million  will  be  spent  on  post-payment 
review. 

Cost  Effectiveness.  Overall  cost  effectiveness  of  medical  review  continues 
to  result  in  approximately  $10  in  program  cost  savings  for  each 
administrative  dollar  e^q^ended  (see  Table  B-1) .  These  data,  vdiich 
reflect  medical  review  savings  net  of  reversals  upon  appeal,  are  r^»rted 
qua2±erly  by  all  carriers  on  the  Quarterly  Carrier  Medical  Review  R^ort, 
as  required  by  HCFA.  Ihe  r^xsrt  provides  detailed  data  on  the 
effectiveness  of  each  HCFA  mandated  screen,  local  carrier  screens,  as  well 
as  post-payment  and  program  integril^  activities. 

Beyond  the  traditional  program,  and  new  review  approaches  that  will 
emerge  as  a  result  of  the  new  tools  and  technologies  of  medical  review, 
new  initiatives  are  under  consideration  that  will  require  legislative 
changes.  An  exanple  of  an  initiative  that  would  require  statutory 
authority  would  be  to  hold  the  ordering  or  referring  pAiysician  liable  for 
medically  unnecessary  services  provided.  Also,  Peer  Review  Organizations 
will  soon  begin  a  number  of  pilot  projects  in  the  ambulatory  setting, 
aimed  both  at  inproving  qusility  of  care  as  well  as  controlling 
utilization.  Ihese  efforts,  v*iich  were  requested  by  Congress,  will  be 
reported  on  in  more  detail  in  the  future. 
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Table  B-1 

Medicare  Carrier  Medical 

Peview 

Costs/Savinqs 

1984 

1985 

1986 

1987 

1988 

Costs 

($  millions) 

36.3 

46.4 

59.9 

64.9 

70.1 

Savings 

($  millions) 

355.2 

465.4 

550.9 

684.1 

678.1 

Cost  Effectiveness 
Ratio 

9.8 

10.0 

9.2 

10.5 

9.7 

Souroe:  Health  Care  Financing  Administration,  Bureau  of  Program 
Operations 

Carrier  Quarterly  Medical  Review  Reports,  (1984-1988) 
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APPEM)IX  C 


WyPELS   OF  FHYSICIAN  BEHAVIOR 


A  considerable  controversy  surrounds  the  question  of  v*iether  growth  in 
volume  and  intensity  results  frcm  physicians  making  choices  in  order  to 
increase  their  inccrae.  Pauly  et  al.  (1988)  have  summarized  three  alternative 
behavioral  mcdels  that  illustrate  how  expected  responses  to  payment  changes 
ai^e  at  least  partially  d^)endent  i:5»n  v^iat  assunptions  are  made  about 
ph^ician  motivation: 

o    Profit  maximization.  Under  a  sirrple  profit  maximization  model,  the 
ph^ician  is  alleged  to  function  as  any  other  small  businessman;  the 
physician's  strategy,  within  the  limits  of  ethical  behavior,  is  to 
maximize  profits.  Under  this  siirplified  view  of  physician  behavior, 
physicians  would  provide  services  until  payments  are  lower  than  the 
cost  of  providing  the  service.  Thus,  payment  decreases  would  likely 
reduce  volume,  or  have  no  effect  at  all  on  volume,  if  the  services 
being  reduced  are  still  profitable.  Conversely,  payment  increases 
would  likely  increase  volume  if  the  service  became  profitable  for 
additional  jAiysicians.  This  model  is  clearly  limited  because  the 
amount  of  services  physicians  could  provide  would  ultimately  be 
limited  by  patient  demand  or  willingness  to  accept  the  services. 

o    Target  inccane  model.  The  basic  idea  behind  target  inccane  roodelsis 
that  physicians  have  some  fixed  range  of  inccroe  that  they  seek  to 
maintain.  Under  this  model,  physician  willingness  to  induce 
additional  services  is  at  least  partially  counterbalanced  by  ethical 
consideration  as  to  appropriate  patient  care,  in  contrast  to  the 
profit  maximization  model  in  vAiich  the  j^iysician  incentive  is  to 
achieve  the  hi^est  income  possible.  Thus,  for  example,  physicians 
vdio  expect  to  have  their  income  reduced  beyond  the  desired  range 
because  of  price  reductions  or  other  paymfsnt  reductions  mi^t  become 
increasingly  willing  to  modify  the  volume  or  intensity  of  their 
services,  d^)endent  on  the  ejqjected  effect  of  the  payment  reduction 
on  total  income. 

o   Patient  agency  model.  In  this  noneconcmic  model,  pAiysicians  are 
thou^t  to  serve  as  their  patient's  agent  in  the  sense  that 
decisions  as  to  service  volume  and  intensity  are  solely  dependent 
i:pon  v*iat  the  pAiysician  perceives  as  being  in  the  patient's  best 
interest  (Eisenberg,  1988) .  Variations  of  this  model  include  the 
physician  as  a  clinical  agent  with  a  primary  concern  for  patient 
health  status  and  other  modifications  of  this  basic  approach  in 
vAiich  the  piiysician  also  considers  the  patient's  economic  interests 
and  other  preferences.  Under  this  model,  service  volume  or  other 
practice  changes  might  not  be  effected  by  payment  changes, 
especially  if  the  econcamic  status  of  the  patient  is  not  changed. 
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Table  1 


COMPONENTS  OF  INCREASES  IN  TOTAL  RECOGNIZED  CHARGES  PER 
ENROLLEE  FOR  PHYSICIAN  SERVICES:   HISTORICAL 
(In  percent) 


Year 
ending 
June  30, 


Increase  due  to  price  changes 
Increase  in         Net  increase 
physician  fee       in  reasonable 
component  of  CPI        charges 


Total  increase  in 
Residual     recognized  charges 
factors         per  enrollee 


Aged ; 


1967 
1968 
1969 
1970 
1971 
1972 
1973 
197K 
1975 
1Q76 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
198i< 
1985 
1986 


7.6 

5.9 

6.2 

6.7 

7.5 

5.2 

2.6 

5.0 

12.8 

11. ^4 

10.2 

8.9 

8.6 

11.5 

11 .1 

9.9 

8.2 

7.5 

6.0 

6.7 


H.8 

10.6 

n.7 

5.9 

3. '9 

0.6 

U.5 

0.3 

3.9 

2.0 

2.0 

5.0 

3.2 

5.H 

8.9 

3.6 

5.2 

3.5 

9.0 

i.3 

9.0 

^.3 

(  .6 

3.6 

e.-D 

7.6 

7.7 

8.3 

10,8, 

5.6 

8.9 

9.6 

7.2 

M.2 

U.8 

2.5 

0.0 

10.9 

15.9 

10.8 

1.5 

U.8 

6.0 

7.1 

8.8 

12.8 

12. U 

.?".o 

n.7 

1.1.7 
lb. 8 
le.o 
17.0 

11.7 

3.3 

10.9 


Disabled  (excluding  ESRD) 


197« 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
198U 
1985 
1986 


5.0 

12.8 

11. U 

10.2 

8.9 

8.6 

11.5 

11.1 

9.9 

8.2 

7.5 

6.0 

6.7 


8.9 

m.'j 

8.2 

7.6 

9.0 

6.1 

9.0 

5.5 

7.8 

8.8 

8.6 

9.1 

7.7 

8.U 

0.7 

S.i* 

8.9 

12.9 

7.2 

1.5 

0.8 

1.8 

0.0 

5.6 

21.6 

16. U 

15.6 

15.0 

17.3 

18.5 

16.7 

16.7 

23.0 

8.8 

2.6 

5.6 


Source:  HCFA/OACT 
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Table    3 
Assignment  Rate  Based  on  Charges,  FY  1977-1988 


Fiscal 

All  Part  B 

Physician 

Year 

Services 

Services   ** 

1977 

'46  A 

197S 

•4l  J 

1979 

^8.9 

19S0 

^9.8 

19S1 

51.2 

1982 

52.1 

1983 

53.7 

i9Zk 

57.0 

1935 

66.9 

65.5 

1986 

68.9 

66.4 

1987 

73.0 

70.8 

1988 

78.4 

11.^ 

*    Based  on  allowed  charges, 

**  Based  on  covered  charges,  prior  to  reasonable  charge  reductions. 

Source:   HCFA  Bureau  of  Program  Operations. 


Table  k 


Trends  in  Physicians'  Expenditures  Per  Inpatient 
Admission,  1982-1987 


Part  B  Percent 

Physicians'  Expenditures  Change 

Expenditures       Admissions       per  Admission  per 

Year      ($Millions)        (Thousands)  ($)  Admission 


11,278  $   831 

11,812  908             9.23; 

11,508  950             4.7 

10,904  963             1.3 

10,795  999             3.8 

10,841  1,105  10.6 


Source:   Medicare  Part  B  Data  System;  American  Hospital  Association 
Panel  Survey. 
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Table  8 

SOURCES  OF  INCREASE  IN  PER  BENEFICIARY  SPENDING  FOR  PHYSICIANS'  SERVICES, 

1983-86 


Type  of  Service 

Medical  Care 

Consultations 

Surgery 

Anesthesia 

Assistant  Surgery 

Radiology 

Laboratory 

Specialized  Tests 

Other 


Percent 


Percent  of 

of  Total 

Increaae 

Expenditures 

17.9% 

31.6% 

3.0 

3.1 

41.3 

35.8 

4.6 

4.7 

1.5 

2.6 

15.3 

12.6 

-0.1 

3.0 

10.6 

5.3 

5.9 

1.3 

100.0%  100.0% 


Source :   Medicare  Part  B  claims  for  Alabama,  Connecticut,  Washington  and 
Wisconsin. 
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Table  10 
SOURCES  OF  INCREASE  IN  MEDICARE  SPENDING  PER  BENEFICIARY  FOR  SURGERY,  1983-1986 


Surgical  Procedure 

Lens  Procedures 

Colonoscopy 

CABG  Surgery 

Cardiac  Catheterization 

Upper  GI  Endoscopy 

Knee  Replacement 

Hip  Replacement 

Sigmoidoscopy 

TURP 

Hip  Fracture 

Hernia  Repair 

Bronchoscopy 

Carotid  Thromboendarterectomy 

Cholecystectomy 

Proctosigmoidoscopy 

Partial  Colectomy 

Pacemaker  Insertion 

Other  Surgery 


Percent 

Dollar 

Sh^FS 

Share 

25.3% 

$13.89 

9.5 

5.20 

4.7 

2.57 

4.0 

2.18 

3.0 

1.67 

1.7 

0.96 

1.0 

0.56 

0.9 

0.50 

0.8 

0.43 

0.7 

0.37 

0.3 

0.19 

0.0 

0.00 

-0.1 

-0.08 

-0.1 

-0.04 

-0.4 

-0.20 

-0.6 

-0.32 

-0.7 

-0.39 

50.0 

27.3? 

100.0% 

$54.88 

Source:   Medicare  Part  B  claims  for  Alabama,  Connecticut,  Washington  and 
Wisconsin. 


Center  for  Health  Economics  Research 


Table  U 
SHIFTS  IN  DISTRIBUTION  OF  MEDICARE  OFFICE  AND  HOSPITAL  VISIT  CODES,  1983-1986 


1231 


1984 


ilfii 


L2M 


Office  Visits 


New  Patient 


Brief 

0.8% 

0.6% 
1.9 

0.6% 

0.5% 

Limited 

2.3 

1.8 

1.6 

Intermediate 

2.1 

6.7%      1.4 

5.7%      1.7 

6.0%     1.9 

6.1% 

Extended 

0.4 

0.5 

0.5 

0.6 

Comprehensive 

1.1  _ 

1.3 

1.4 

1.5  j 

Bst9t>li3h«d  Patient 

Minimal 

2.1 

2.0 

1.8 

1.7 

Brief 

37.2 

31.6 

24.7 

18.9 

Limited 

29.4 

31.4 

33.6 

36.1 

Intermediate 

19.6 

22.7 

25.9 

28.8 

Extended 

3.2 

3.9 

4.9 

5.2 

Comprehensive 

2.0 

2.7 

3.2 

3.1 

100.0% 

100.0% 

100.0% 

100.0% 

Hospital  Visits 

Initial  Cace 

Brief 

Intermediate 

Comprehensive 

Subsequent  Care 

Brief 

Limited 

Intermediate 

Extended 

Comprehensive 

Pischgrge  Pay 
Management 


30, 

32. 

22, 

3, 

1, 


JL^ 


100.0% 


9.5% 


0.9% 

3.4 

5.9 


26 

2 

30 

9 

25 

3 

4 

.3 

2 

,1 

1 

.0. 

10.2% 


100.0% 


0.7% 

3.2 

6.8 


19.9 

30.8 

28.9 

5.7 

2.7 


J.^ 


100.0% 


10.7% 


0.7%] 

-J 


15 

3 

32 

7 

30 

1 

6 

.2 

3 

.1 

2 

Ji. 

10.7% 


100.0% 


Source:   Medicare  Part  B  claims  for  Alabama,  Connecticut,  Washington  and 
Wisconsin. 


Center  for  Health  Economics  Research 


Table     12 


Allowed  Charges  for  Physician  Services,  Five  Selected  States, 

1983  to  1985 


Allowed 

Allowed 

Charges, 

Charges, 

1983 

1985 

Percent 

State 

($  millions) 

(Millions) 

Change 

Five  States 

$  7^1.1 

$  879.6 

18.7% 

South  Carolina 

102.5 

130.6 

27.4 

South  Dakota 

38.3 

46.2 

20.6 

Indiana 

287.4 

338.5 

17.8 

Washington 

261.0 

307.1 

17.7 

North  Dakota 

51.8 

57.2 

10.4 

Source:   Mandex  Inc.,  Final  Report:   Changes  in  Medicare  Part  B  Physician  Charges,  1988. 


Table     53 

Decomposition  of  Increases  in  Allowed  Charges  by 

Type  of  Service,  Five  Selected  States, 

1983-1985 


Type  of  Service 

Diagnostic 
Total        Surgery      Medical  X-ray  Anesthesia 


Other 


5  States 

100.0% 

50 . 5% 

17.^% 

13.1 

6.8 

12.1 

Indiana 

100.0 

5^.1 

12.7 

16.3 

i+.Z 

12.1 

Washington 

100.0 

if5.5 

21+ A 

13.5 

6.3 

10.0 

South  Carolina 

100.0 

5^.8 

19.0 

9.7 

6.5 

10.0 

North  Dakota 

100.0 

HG.O 

6.8 

2A 

2if.6 

20.2 

South  Dakota 

100.0 

^^.5 

8.8 

iOA 

11.1 

25.1 

Source:  Table  R.2,  Changes  in  Medicare  Part  B  Physician  Changes:    Appendix  to 

Final  Report,  Mandex,  Inc  ,  October  1988. 


Table    14 
Percent  Change  in  Medicare  Expenditures  Per  EnroUee 
AllU^.,  1983-1985 


Percent 
Change 

Region  14.8% 

New  England  19.1% 

Middle  Atlantic  18.8 

South  Atlantic  U.O 

E.N.  Central  11.5 

W.N.  Central  15.9 

E.S.  Central  15.0 

W.S.  Central  14.7 

Mountain  21 .0 

Pacific  10.2 

Source:    Urban  Institute. 


(from  Barer,   Evans,   and   Labelle,   Milbank  Quarterly,    1988,  #1) 
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TABLE  16 

ILLUSTRATION  OF  BUDGET  NEUTRAL  MEDICARE  PAYMENT  REDISTRIBLTTIC^IS , 

ASSUMING  SEIECTED  E«YSICIAN  BEHAVIORIAL  CHANGES, 

HARVARD  RB-RVS  BASED  PAYMENTS  VS.  CURRENT  ALLCWED  CHARGES, 

PRELIMINARY  FINDINGS 


BEHAVIORIAL  CHANGE  ASSUMPTION 


No           25%       50%      75% 

behaviorial   offset    offset   offset 

offset 

(percent  change  in  Medicare  revenues) 

Dermatology 

4%          2%       0%     -  1% 

Family  Prac±. 

66           57        45       30 

General  Surg. 

-10          -  8       -  6      -  3 

Gynecology 

1            111 

Internal  Med. 

28           22        16        8 

Of^ithalinology 

-31          -26       -19      -11 

Orthoppdics 

5            4         3        2 

Otorhinolar. 

16           14        11        7 

Pathology 

-23          -19       -15      -  9 

Pediatrics 

31           25        19       11 

Psychiatry 

-9          -9       -9      -6 

Radiology 

-36          -30       -22      -13 

Thoracic  Surg. 

-44          -35       -25      -14 

Urology 

3            1       -  1      -  1 

Note: 


Ihese  results  are  based  on  an  assunption  that  {±iysicians 
receiving  a  reduced  payment  for  a  service  will  partially  (by 
the  indicated  assumed  percentage)  offset  the  loss  by 
increasing  volume/ intensity  of  the  service. 


(1)  To  maintain  budget  neutrality  under  behaviorial  change 
assuitptions,  the  conversion  factor  applied  to  the  RBRVU  to 
c±)tain  an  allowed  charge  for  a  service  must  be  reduced  to 
account  for  increased  volume/ intensity  of  services.  For 
exartple,  under  these  alternative  simulations,  the  conversion 
factor  for  no  behavior  change  is  0.537  vAiile  the  conversion 
factor  for  50  percent  behavior  change  is  0.458,  a  reduction 
of  14.7  percent. 

(2)  Data  include  specialties  and  services  covered  by  Harvard 
RERVS  study. 


Source:  HCFA,  Office  of  Research  and  Demonstrations.  National  1988 
estimates  based  on  1986  EMAD  Procedure  file  i;5)dated;  Harvard 
RBRVS  final  phase  I  relative  values. 


Relative  Value  Scales  for 
Physician  Services 


U.  S.  Department  of  Health  and  Human  Services 
Health  Care  Financing  Administration 
October  1989 
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Executive  Summary 

The  Consolidated  Omnibus  Budget  Reconciliation  Act  of  1985 
(P.L.  99-272)  requires  the  Secretary  of  Health  and  Human  Services  to 
develop  a  relative  value  scale  (RVS)  for  physicians'  services  and  to  make 
recommendations  to  Congress  for  using  this  scale  for  determining  Medicare 
payments. 

An  RVS  is  a  set  of  numerical  values,  one  for  each  service  that 
j*iysicians  or  other  medical  care  providers  may  provide,  reflecting  the 
relative  "valuation"  of  each  service.  By  itself,  an  RVS  does  not  set 
payment.  To  turn  the  RVS  into  a  fee  schedule,  the  relative  values  must  be 
multiplied  by  a  monetary  conversion  factor  (e.g. ,  $10  per  unit) .  Ihe 
valuation  incorporated  into  the  RVS  can  be  determined  in  many  ways  —  from 
current  charges,  from  consensus  among  0iysicians  or  between  payers  and 
physicians  or  among  patients;  by  unilateral  decisions  of  the  payer;  or 
from  the  resources  used  in  provision  of  service.  An  RVS  based  on 
resources  use  is  called  a  resource-based  or  RBRVS. 

This  report  focuses,  because  of  strong  interest  in  Congress  and 
elsevdiere,  on  the  viability,  develcpnent,  evaluation,  strengths, 
weaknesses,  and  possible  uses  of  the  RERVS  developed  at  Harvard  University 
by  William  C.  Hsiao,  Fh.D. ,  and  his  colleagues,  under  cooperative 
agreement  with  the  Health  Care  Financing  Administration  (HCFA) .  The 
r^»rt  describes  general  issues  in  the  current  Medicare  payment  system, 
including  motivation  for  RVSs,  and  in  the  construction  of  RVSs  (Chapter 
1) ;  esqjlains  how  the  Harvard  team  developed  the  Harvard  RBRVS  (Qiapter  2) ; 
examines  methodological  issues  in  the  design  of  the  RBFIVS  (Chapter  3) ; 
and  presents  simulations  (Chapter  4)  of  the  iitpact  of  various  payment 
options  for  fiiysician  payment  under  Medicare  based  i:¥>on  RVSs,  including 
the  Harvard  RBRVS,  additive  models  based  upon  the  Harvard  RBRVS,  and  a 
charge-based  RVS.  This  chapter  also  presents  discussions  on  adjustments  to 
reflect  differences  in  practice  costs  among  geographic  areas.  The  report 
concludes  with  a  discussion  of  the  advisability  and  feasibility  of  using 
the  Harvard  RERVS  or  variations  of  it  for  Medicare  payment  purposes. 

Background. 

Since  Medicare  began,  the  Si^jplementary  Medical  Insurance  program 
(Part  B)  has  paid  0iysicians  using  a  fee-for-service  system  called 
"customary,  prevailing,  and  reasonable"  (CFR)  (i^pendix  A  describes  the 
CFR  system  in  detail) .  Under  CPR,  physician  payments  are  based  i;5»n 
physicians'  actual  charges  to  the  Medicare  program. 

Available  evidence  indicates  that  CFR  has  provided  access  to  physician 
care  and  financial  protection  for  Medicare  beneficiaries.  CFR  has  been 
less  successful  by  other  criteria:  fees,  volume  and  intensity  of  services, 
and  overall  e5$)enditures  have  increased  dramatically  in  the  last  decade. 
Between  1975  and  1987,  Medicare's  Part  B  ejqDenditures  per  enrollee  grew  at 
an  annual  rate  of  15.0  percent,  vMle  per  capita  Gross  National  Product 
grew  at  only  7.9  percent.  There  is  general  agreement  that,  to  the  extent 
that  this  growth  is  attributable  to  the  payment  system,  the  problem  is 
fee-for-service  payment  and  that  an  RVS  or  any  other  fee-schedule  based 
payment  system  would  probably  not  have  reduced  growth  greatly. 
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The  CER  system  is  ocnplex,  and  seme  critics  contend  that 
sinplification  of  the  syston  ^lould  be  an  inportant  gocil  of  any  reform, 
but  given  the  need  to  i^jdate  any  RVS  over  time,  an  RVS-based  payment 
system  would  not  necessarily  be  sinpler.  The  Harvcird  study  documents  that 
CFR  has  cilso  resulted  in  payments  that  are  hi^ier  for  technological  and 
invasive  procedures  than  for  evaluation  and  management  services  that 
require  comparable  resources  as  defined  by  the  stucty.  Critics  of  CER 
argue  this  payment  differential  uses  Medicare  funds  inefficiently, 
discourages  primary  care,  and  is  inequitable  to  physicians  across 
specialties.  Ihese  critics  argue  that  the  relatively  hi^ier  payments  for 
technologicEd  procedures  encourages  urmecesseury  prevision  of  these 
procedures,  thus  raising  toted  costs  v*iile  paying  more  for  these 
procedures  than  is  necessary  to  secure  access  to  Ccire  for  Medicare 
beneficiaries.  As  with  other  claims  made  criticizing  or  st^porting  either 
CFR  or  a  resouroeHaased  payment  system,  there  has  been  little  eaipirical 
vrork  performed  that  either  substantiates  or  refutes  the  claim  that  payment 
rates  under  CER  encourage  in^propriate  Ccire  or,  edtematively,  that 
resource  based  payment  would  reduce  inappropriate  care.  Moreover, 
plausible  theoreticcil  arguments  can  be  made  can  both  sides  of  the  issue. 

If,  however,  payments  under  CFR  are  excessive  for  technological  and 
invasive  procedures,  it  is  unclear  v*iether  beneficiaries  would  still  have 
access  to  such  services  if  payments  for  these  services  were  cut.  Access 
to  primary  care  does  not  currently  ^pear  to  be  a  problem  at  the  national 
level,  sQ.thoui^  there  may  be  loccilized  access  problems.  The  extent  to 
v^ch  this  is  a  problem  of  the  payment  system  as  opposed  to  the  other 
problems  faced  by  underserved  areas  is  not  clear.  Differences  in  payments 
for  different  services  may  be  inequitable  if  equity  requires  equal  pay  for 
ccnparable  work,  but  the  questicsi  of  equity  is  less  clear  if  one  takes 
account  of  factors  such  as  the  supply  of  i^secicdties,  the  desires  of 
beneficieuries  for  services,  and  medical  and  socicil  vaLLue  of  the  services. 

While  it  is  clear  that  the  Harvard  RBRVS  cannot  resolve  all  carplaints 
ageiinst  the  current  Medicare  fee-for-service  payment  system  and,  more 
specificsdly,  CER,  its  advocates  urge  that  it  can: 

—  provide  a  tool  for  sinpli^ing  the  payment  system. 

—  address  both  the  equity  and  efficiency  issues,  by  revciluing 
procedures  relative  to  their  resource  inputs  emd  reducing 
incentives  to  provide  an  excess  of  certain  services  viiile 
encouraging  provision  of  others. 

—  equalize  incentives  across  procedures,  resulting,  at  least  in 
theory,  in  more  appropriate  care  for  the  Medicare  beneficiary. 

Again,  the  claim  that  the  Harvard  RBRVS  could  achieve  these  goals  has 
not  been  substantiated  by  entpiriccil  evidence.  In  additicn,  many  of  these 
claims  could  be  made  for  other  RVS-based  payment  systems.  For  that 
reasOTi,  this  r^»rt  also  discusses  modificatioTs  of  the  Harvard  RBRVS  as 
well  as  a  chcurge-^sased  RVS. 
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Nonetheless,  an  RVS-based  fee  schedule,  like  other  fee-for-service 
approaches  to  payment  reform,  does  not  directly  address  the  grcwth  in 
volume  and  intensity  of  services  that  has  been  the  main  ccnponent  in  the 
increase  in  Medicare  esqjenditures  (see  the  recent  report  to  Congress, 
"Qxwth  in  the  Volume  and  Intensity  of  Physician  Services:  Issues  and 
Options") . 

Construction  of  the  Harvard  RERVS.  Ihe  goal  of  the  Harvard  study  was  to 
develop  an  PERVS  by  measuring  the  resource  iiputs  used  in  producirg  a 
service. 

Ihe  construction  of  the  Harvard  RBRVS  was  a  raultist^  process.  Ihe 
first  st^  was  to  measure  the  amount  of  work  provided  by  the  physician 
during  the  actual  performance  of  the  procedure  (intraservice  work) .  Ihe 
Harvard  study  team  determined  that  Current  Procedural  Terminology,  Fourth 
Edition  (CPr-4)  codes  should  not  be  used  directly  as  the  basis  for 
surveying  jAiysicians  to  estimate  resource  use.  As  a  result,  the  Harvard 
team  created  vignettes  and  surveyed  Eiiysicians  to  estimate  work  for  the 
vignettes.  Because  CPT  is  the  basis  of  the  coding  system  under  vMch 
physicians  are  paid  xonder  Medicare,  it  was  then  necessary  to  assign  the 
ajprqpriate  CPT  codes  to  these  vignettes.  Ihese  ratings  were  done  on  a 
specialty  specific  basis  and  resulted  in  18  different  scales. 

Second,  statistical  techniques  and  fAiysician  consensus  were  used  to 
merge  these  18  scales,  resulting  in  one  scale  that  contained  relative 
intraservice  work  values  for  all  surveyed  procedures  in  the  included 
specialties.  Since  this  scale  included  only  work  performed  during  the 
procedure  and  not  work  done  by  the  f^ysician  before  (pre-service  work)  or 
after  (post-service  work)  the  procedure  itself,  estimates  for  these  types 
of  work  were  generated  and  added  onto  the  work  values.  Ihis  resulted  in 
an  RVS  for  total  work. 

Next,  because  only  372  unique  services  v/ere  actually  surveyed,  it  was 
necessary  to  extrapolate  to  the  nonsurveyed  procedures.  Ihe  underlying 
assurtption  for  extrapolation  was  that,  within  small  families  of  CPr-4 
codes,  charge  ratios  are  reasonable  proxies  for  relative  work  differences. 

Ihe  study  team  developed  a  model  that  measured  two  irpat  resources  in 
addition  to  p*iysician  work:  practice  costs  and  c^jportunity  costs. 
Practice  cost  information  was  derived  from  specialty-specific  national 
survey  data;  c^portunity  costs  were  measured  by  attributing  costs  to  the 
earnings  lost  during  specialty  training.  In  the  Harvard  model,  the  three 
factors  combine  raultiplicatively  to  produce  the  RERV  for  each  service: 

RBRV=(IW)  (1+RPC)  (l+AST) 

vdiere  IW  is  the  total  work  itput  by  the  fiiysician,  RPC  is  an  index  of 
relative  practice  costs,  and  AST  is  an  index  of  relative  amortized 
opportunity  cost  of  specialty  training.  There  is  not  broad-based 
agreement  that  this  is  the  most  appropriate  model  for  determining  the 
PBR7;  another  approach  that  has  been  discussed  is  that  costs  attributable 
to  physician  work  be  added  to  those  attributable  to  practice  costs  rather 
than  multiplied. 
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Results.  The  stun^  found  that  there  was  rou^ily  2 00- fold  variation  in 
resource  irpits  acaross  services.  Ccatparison  of  1986  Medicare  charges  to 
Harvard  RERVS  values  for  invasive  procedures  and  office  visits  showed  that 
the  topical  ratio  for  invasive  procedures  was  more  than  three  times 
greater  than  the  ratio  for  office  visits,  iitplying  that  office  visits  are 
relatively  underpaid.  The  Harvard  team  cosnopared  1986  Medicare  mean 
charges  to  Harvard  PERVS-based  charges  and  found  that  many  surgical 
procedures  could  vary  in  payments  between  the  two  by  more  than  60  percent. 

Critique  of  the  Harvard  RBRVS.  HCFA  extensively  reviewed  and  analyzed  the 
study  and  its  results.  In  performing  the  analysis,  HCFA  consulted  with 
es^jerts  in  the  fields  of  medicine,  statistics,  and  economics,  solicited 
comments  from  physician  specialty  groi^js  and  conducted  extensive 
simulations.  Generally,  the  Harvard  study  r^resents  a  methodologically 
rigorous  effort  to  measure  resource  use.  The  study  demonstrates  that  it 
is  possible  to  use  physician  resource  irputs  to  establish  RVSs  within 
specialties  and  demonstrates  that  it  is  possible  to  align  these 
specialty-specific  scales  to  create  a  ccmmon  scale  of  relative  values  that 
are  meaningful  across  specialties. 

The  Harvard  RBRVS,  as  it  is  currently  constructed,  however,  is  not  yet 
ready  for  full  iitplementation.  In  addition  to  the  ctovious  fact  that  the 
study  included  only  18  specialties,  there  are  a  number  of  significant 
issues  with  the  stucty  itself,  and  several  significant  issues  that  would 
have  to  be  resolved  before  the  Harvard  RBFiVS  could  be  fully  inplemented 
for  Medicare  payment  purposes.  Many  of  these  issues  appear  to  be 
solvable,  but  may  require  a  large  allocation  of  resources.  The  major 
issues  raised  by  the  Harvard  RBRVS  follow. 

1.  Because  the  Harvard  RERVS  focuses  only  on  resource  ir^jut,  it 
ignores  the  role  of  demand  in  determining  prices.  As  such  it  ignores  the 
value  that  patients  attach  to  particular  services.  This  iitplies  that 
payments  that  mi^t  be  set  under  this  system  may  not  be  any  closer  to 
optimal  economic  prices  than  those  that  currently  exist. 

2.  Measurement  of  work  during  the  performance  of  the  service 
(intraservice  work)  and  the  assignment  of  the  vignettes  to  the  CPT  codes 
raised  a  number  of  concerns: 

—  The  vignettes  did  not  necessarily  reflect  the  Medicare 
pc^xilation.  Thus,  if  the  work  required  to  perform  a  service  for 
those  above  age  65  is  different  than  the  work  required  for  the 
general  peculation,  the  resulting  relative  values,  v*ien  used  for 
the  Medicare  population,  will  be  biased. 

—  There  was  apparently  some  difficulty  in  assigning  the  apprcpriate 
CPT  codes  to  vignettes,  particularly  for  visit  codes.  The 
difficulty  with  visit  codes  led  the  Harvard  team  to  propose  a 
s^arate  methodology  to  derive  relative  values  for  visit  codes. 
This  methodology  involved  the  use  of  time  in  the  definition  of 
CPT  codes  for  visits,  a  st^  that  would  involve  substantial 
inplementation  issues. 
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—   since  the  process  of  assigning  CPT  codes  was  ind^Dendent  of  the 
designing  of  the  vignettes,  the  vignettes  may  not  r^resent 
average  resources  for  the  CPT  code  in  question. 

3.  Althou^  estimates  of  intrawork  were  obtained  by  survey  for 
^proximately  400  services,  estimates  of  pre-  and  post-service  work  were 
not  obtained  by  survey.  To  generate  these  estimates,  153  of  the 
appi:x)ximately  400  services  surveyed  for  intrawork  were  surveyed  to  obtain 
estimates  of  pre-  and  post-service  time.  These  surveyed  values  were  used 
to  estimate  pre-  and  post-service  tiroes  for  the  remainder.  Finally, 
estimates  of  pre-  and  post-service  work  were  derived  by  making  assurrptions 
about  the  relationships  between  intraservice  and  pre-  and  post-service 
values  and  estimating  values  from  intraservice  results.  There  are 
significant  questions  as  to  the  validity  of  this  methodology  for  pre-  and 
post-service  work  v^iidh  represent  as  much  as  46  percent  of  total  work  for 
scane  procedures. 

4.  The  validity  of  the  caramon  scale  that  crosses  specialties  hinges  on 
identifying  linking  procedures  across  specialties.  While  there  is  no 
evidence  to  suggest  that  the  linking  procedures  are  not  valid,  there  is 
some  question  as  to  v^ether  different  panels  of  jAiysicians  would  have 
identified  different  procedures.  Defining  different  procedures  could 
change  the  locations  of  procedures  on  the  common  scale  and  change  the 
relative  values. 

5.  Practice  costs  r^resent  approximately  45  percent  of  jAiysicians' 
gross  revenues  and  a  coirparable  portion  of  irpit  into  jiiysician  services. 
Relative  values,  and  hence  payments,  can  vary  substantially  based  on  the 
choice  of  allocation  method  used.  A  variety  of  allocation  methods  are 
possible,  inclixiing  methods  developed  by  the  Harvard  team,  by  the 
Physician  Payment  Review  Commission  (PFRC) ,  and  by  HCFA.  Unfortunately, 
there  are  insufficient  data  to  determine  which  method  is  most  accurate. 
This  area  needs  further  study. 

6.  Practice  costs  and  opportunity  costs  are  calculated  by  specialty, 
not  by  service.  This  iirplies  that  ary  procedure  performed  by  specialties 
with  different  practice  costs  will  be  paid  differently.  It  is  the  case, 
however,  that  there  is  no  one  theoretically  correct  way  to  allocate 
practice  costs. 

7.  Relative  values,  practice  cost  factors,  and  opportunity  cost 
factors  are  related  to  factors  such  as  the  state  of  technology  and  the 
market  for  medical  services.  Thus,  relative  values  are  not  constant  over 
time,  and  they  will  have  to  be  li^xJated  periodically.  This  ipdating  could 
involve  a  major  analytic  effort. 

8.  Surveyed  codes  accounted  for  more  than  30  percent  of  allowed 
charges  for  the  included  specialties.  The  extrapolated  codes  accounted 
for  more  than  20  percent  and  the  visit  code  methodology  accounted  for  more 
than  35  percent.  The  extrapolation  methodology  assumes  that  within  small 
families  of  procedures,  relative  charges  are  good  proxies  for  differences 
in  work.  Althou^,  in  general,  the  assuirption  that  charges  vary 
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systematically  with  physician  effort  is  justifiable,  it  appears  that  this 
methodology  is  not  loniversally  appropriate  and  significant  questions  have 
been  raised  as  to  the  overall  validity  of  the  method.  If  relative  charges 
within  families  do  not  accurately  reflect  relative  work  differences,  then 
the  resulting  relative  values  obtained  from  this  methodology  will  not  be 
appropriate.  It  was  also  found  that  vdien  a  family  contained  more  than  one 
surveyed  service,  the  resulting  extrapolated  vcilues  within  that  family 
could  differ  by  10  percent  depending  upon  viAiich  surveyed  service  is  used 
as  the  benchmark  in  one  family  and  nearly  50  percent  in  another.  The 
typical  variation  is  unknown,  but  may  be  substantial. 

9.  Ihe  definition  of  "glc*)al"  fees  for  surgery  used  by  Harvard  was  not 
consistent  with  that  iised  by  any  Medicare  carriers.  Since  the  glctoal  fee 
packages  used  in  the  stucfy  usually  consist  of  fewer  services  than  are 
included  in  Medicare  glctoal  fee  packages,  Harvard's  relative  values  are 
usually  biased  downward.  Conforming  the  RBRVS  to  a  uniform  definition 
will  be  ccnplex  and  would  require  careful  implementation. 

10.  Harvard  had  difficulty  in  obtaining  estimates  of  relative  values 
for  procedures  that  involve  both  professional  and  technical  ccarponents. 
Some  survey  respondents  appear  to  have  incorrectly  provided  time  estimates 
for  both  ocirponents.  In  addition,  the  final  data  of  the  study  identic 
all  radiology  procedures  as  "unresolved." 

11.  The  Harvard  RERVS  assumes  that  specialty  differentials  should 
exist  if  they  reflect  different  costs  of  practice  and  medical  education. 
The  apprcpriateness  of  paying  different  amounts  for  similar  services  is 
unclear. 

Addressing  Issues  Raised  by  the  Critique.  Harvard  has  initiated  an 
analytic  plan  to  assess  the  methodological  and  usage  issues  in  further 
detail.  Among  the  issues  that  Harvard  hopes  to  study  further  are: 
validation  of  all  results,  more  precise  estimation  of  pre-  and 
post-service  work,  coding  for  visit  codes,  extrapolation,  and  the 
reliability  and  validity  of  the  linking  procedures  used  in  creating  the 
caramon  scale.  Many  of  these  issues  may  be  resolved  throu^  increased  data 
collection  and  analysis.  Other  cptions  for  the  functional  form  are  being 
examined  by  the  PFRC  and  HCFA. 

The  Impact  Issue.  If  it  is  considered  valid,  the  Harvard  RERVS  could  be 
used  in  a  number  of  ways  for  Ifedicare  payment  purposes.  Among  the 
potential  uses  are:  1)  to  identify  "overpriced"  procedures  and  then  to 
limit  payments  or  charges  for  these  procedures;  and  2)  to  establish  a 
Jfedicare  payment  schedule. 

HCFA  performed  simulations  of  a  fee  schedule  based  i:5»n  the  Harvard 
RERVS  to  determine  the  iitpact  of  using  it  as  a  basis  for  a  fee  schedule 
for  payment  for  0iysician  services  based  \xpan  the  assumption  that  any  fee 
schedule  would  be  budget  neutral.  In  addition,  HCFA  siinulated  the  effects 
of  fee  schedules  based  upon  a  modification  of  the  Harvard  RERVS  using  an 
additive  model,  as  well  as  a  charge-based  RVS. 
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simulations  of  the  Harvard  RER7S  showed  that  it  would  result  in 
substantial  redistributions.  While  many  of  the  ^jecialties  in  question 
would  not  experience  very  large  redistributions,  others  would. 
Specialties  such  as  family  practice  and  internal  medicine  would  es^jerience 
large  gains  under  the  Harvard  RERVS,  vdiile  thoracic  surgery,  radiology, 
and  ophthalmology  would  be  large  net  losers.  The  Harvard  RERVS  would  also 
often  result  in  large  geograjAiic  redistributions.  These  redistributions 
could,  in  turn,  be  affected  by  the  use  of  a  geographic  practice  cost  index 
that  takes  into  consideration  differences  in  practice  costs  among 
localities. 

In  general,  payment  for  invasive  procedures  would  decrease,  v*iile 
payment  for  evaluation  and  management  procedures  would  increase  under  a 
payment  system  based  upon  the  Harvard  RBRVS.  Using  the  additive  model 
modifications  of  the  Harvard  RERVS  would  tend  to  moderate  these 
redistributions  among  specialties.  Specialties  that  would  gain  under  the 
additive  models  gain  less;  losers  would  lose  less.  It  would  not 
necessarily  affect  geogra^iic  redistributions.  Under  a  charge-based  RVS, 
redistributions  would  be  even  less.  This  is  so  because  such  a  schedule 
would  tend  to  institutionalize  the  current  payment  structure. 

Simulations  of  various  models  were  also  performed  to  estimate  changes 
in  beneficiary  liability.  These  simulations  were  performed  for  the 
additive  models.  They  showed  that,  althou^  an  additive  variation  of  the 
Harvard  RBRVS  would  have  major  iirplications  for  specialties  and 
procedures,  on  the  national  level,  it  would  not  appreciably  affect 
beneficiary  out-of-pocket  liability. 
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Chapter  1 

AN  INTRDDUCnC^I  TO  RELATIVE  VALUE  SCALES 

Overview/  of  Report.  This  is  a  report  on  the  develc^xnent  of  a 
resource-based  relative  value  scale  (RBRVS)  for  physicians'  services  and 
the  feasibility  and  advisability  of  using  such  a  scale  to  determine 
payments  for  Medicare  jdiysician  services.  Relative  value  scales  (RVSs) 
can  be  established  in  a  variety  of  ways.  Ihe  basis  for  an  RVS  can  be 
charges,  costs  of  production,  resource  use,  or  negotiation,  among  others. 

Because  of  strong  interest  by  the  Congress  and  the  Fhysician  Payment 
Review  Commission  (PH?C) ,  this  report  focuses  predominantly  on  the 
viability,  developnnent,  evaluation,  strengths,  weaknesses,  and  possible 
uses  of  the  RERVS  developed  by  Harvard  University  (Harvard  RERVS)  under 
cooperative  agreement  with  the  Health  Care  Financing  Administration 
(HCFA) .  Nevertheless,  the  conceptual  basis  as  well  as  the  advantages  and 
disadvantages  of  using  a  charge-based  RVS  are  also  analyzed  in  detail. 
Chapter  1  describes  general  issues  in  the  construction  of  RVSs;  Chapter  2 
explains  how  the  Harvard  team  developed  the  Harvard  RERVS.    Chapter  3 
examines  methodologic  issues  in  design  of  the  Harvard  RERVS;  and  Chapter  4 
presents  simulations  of  the  iitpact  of  various  payment  options  for 
physician  payment  under  Medicare  based  upon  RVSs  and  presents  discussions 
on  appropriate  adjusters  to  reflect  differences  in  practice  costs  among 
geograj*iic  areas.  This  chapter  also  presents  simulations  using  a 
charge-based  RVS  as  a  basis  for  a  Medicare  fee  shedule. 

Congressional  Mandate.  Section  1845(e)  of  the  Social  Security  Act,  as 
enacted  by  section  9305(b)  of  Consolidated  Omnibus  Budget  Reconciliation 
Act,  (P.L.  99-272) ,  and  amended  by  section  9331(e) (3)  of  the  Omnibus 
Budget  Reconciliation  Act  of  1986,  (P.L.  99-509),  and  section  4045(b)  of 
the  Oranibias  Budget  Reconciliation  Act  of  1987,  (P.L.  100-203): 

"(1)     The  Secretary  shall  develop  a  relative  value  scale  that 
establishes  a  numerical  relationship  among  the  various 
physicians'  services  for  vhich  payment  may  be  made  under  this 
part  or  under  State  plans  approved  under  title  XIX. 

(2)     In  developing  the  scale,  the  Secretary  shall  consider  among  other 
items. ..(C)  factors  with  respect  to  the  irput  costs  for 
furnishing  particular  physicians'  services,  such  as 

(i)  the  differences  in  costs  of  furnishing  services  in  different 
settings, 

(ii)  the  differences  in  skill  levels  and  training  required  to 
perform  the  services,  and 


■^For  a  full  description  of  the  Harvard  RBRVS,  see  the  final  report 
to  HCFA  performed  under  cooperative  agreement  number  17-C-98795/1-03 , 
entitled  "A  National  Stucty  of  Resource-Based  Relative  Value  Scales  for 
Physician  Services." 
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(iii)  the  time  required,  and  risk  involved,  in  furnishing 
different  services. 

(3)  The  Secretary  shall  ccsrrplete  the  develcpnent  of  the  relative 
value  scale  imder  this  section,  and  r^xDrt  to  Congress  on  the 
develc^xnent,  not  later  than  July  1,  1989.  The  r^xDrt  shall 
include  the  reccsDcotnendations  for  the  amplication  of  the  scale  to 
payment  for  jAiysicians'  services  furnished  under  this  part  after 
December  31,  1989. 

(4)  (A)  In  making  reccanmendations  with  respect  to  the  application  of  the 

relative  value  scale  for  the  purposes  of  establishing  a  fee 
schedule,  the  Secretary  shall 

(i)  develop  and  assess  an  ajprcpriate  index  to  be  used  for  making 
adjustments  to  reflect  justifiable  differences  in  the  costs  of 
practice  and  costs  of  living  based  ipon  geograpAiic  location 
without  exacerbating  the  geogra^iic  maldistribution  of 
0iysicians,  and 

(ii)  assess  the  advisability  and  feasibility  of  developing  an 
appropriate  adjustment  to  assist  in  attracting  and  retaining 
physicians  in  medically  underserved  areas." 

What  is  an  RVS?  An  RVS  is  a  set  of  numerical  values,  one  for  each  service 
that  physicians  or  other  medical  care  providers  may  provide.  These 
numerical  values  reflect  the  relative  "valuation"  of  each  service.  The 
validation  can  be  determined  in  many  ways  —  current  charges;  consensus 
among  jAiysicians,  or  consensus  between  payer  and  providers,  or  consensus 
among  patients;  unilaterally,  set  by  payer;  or  resources  used  in  the 
provision  of  the  service.  An  RVS  based  on  resource  use  is  termed  an 
RERVS.  By  itself,  an  RVS  does  not  set  payment;  the  relative  values  are 
multiplied  by  a  monetary  conversion  factor  (e.g. ,  $10  per  unit)  to  turn 
the  RVS  into  a  fee  schedule. 

Background.  Since  Medicare  began,  the  Sufpleroentary  Medical  Insurance 
program  (Part  B)  has  paid  physicians  using  a  fee-for-service  system  called 
"custcmary,  prevailing,  and  reasonable  (CPR) . "  (T^pendix  A  describes  the 
CFR  system  in  detail.)  Under  CFR,  0iysician  payments  are  based  upon 
fiiysicians'  actual  charges  to  the  Medicare  program.  Most  ctoservers  agree 
that  CFR  has  provided  access  to  f*iysician  care  and  has  provided  increasing 
financial  protection  for  the  Medicare  beneficiary.  On  the  other  hand, 
critics  have  argued  that  CER  has  been  less  successful  by  other  criteria, 
i.e.,  fees,  volume  and  intensity  of  services,  and  overall  expenditures 
increased  significantly  in  the  last  decade.  While  critics  argue  that 
particular  characteristics  of  CPR  may  exacerisate  inflationary  problems, 
the  basic  contributing  factors  to  ej^jenditure  gravth  are  inherent  in  any 
fee-for-service  payment  system.  Between  1975  and  1987,  Medicare's  Part  B 
ejqjenditures  per  enrollee  grew  at  an  annual  rate  of  15.0  percent,  v^le 
per  capita  Gross  National  Product  grew  at  only  7.9  percent.  Attempts  to 
slew  the  grcwth  of  Medicare  expenditures  have  included  the  irtposition  of 
the  Ifedicare  Econcsnic  Index,  instituted  in  1973  to  limit  the  rate  of 
increase  in  cillcwed  charges  for  Medicare  services,  a  fee  freeze,  a  fee 
schedule  for  radiological  procedures,  and  reductions  in  payment  for 
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certain  overpriced  surgical  procedures.  Critics  argue  that  these  efforts, 
ha/\/ever,  have  not  solved  the  problem  of  inefficient  prices  for  Part  B 
services  or  the  problem  of  growth  in  volijme  and  intensilY  of  services. 

There  are  additional  concerns  about  the  current  Medicare  payment 
system.  Ccattplaints  have  been  made  that  patients,  providers,  and  payers 
perceive  that  the  system  is  overly  coirplex.  Seme  contend  that  any 
siirplification  of  the  system  could  be  an  important  goal  of  any  reform, 
because  it  would  result  in  better  understanding  on  the  part  of 
beneficiaries  and  providers.  Critics  also  point  to  differences  in 
payments  (relative  to  piiysicians'  time)  between  technological  and 
evaliaation  and  management  services.  Critics  of  CFR  argue  this  payment 
differential  is  an  inefficient  way  of  ej^iending  Medicare  funds, 
discourages  primary  care,  and  is  unfair  to  physicians  in  certain 
specialties.  While  these  variations  exist,  the  policy  inplications  are 
less  clear.  Ihere  is  no  evidence  to  support  a  claim  that  access  to 
evaluation  and  management  services  has  been  adversely  affected  by  the 
observed  differences  in  payments.  Indeed,  Medicaire  beneficiaries 
generally  have  excellent  access  to  care,  with  the  exception  of  certain 
isolated  rural  areas  v^ch  suffer  from  chronic  physician  shortages.  Ihe 
shortages  in  these  areas  generally  affect  Medicare  and  non-Medicare 
patients  alike  and  appear  to  be  the  result  of  a  variety  of  social  and 
economic  factors  that  are  not  specifically  related  to  the  level  of 
Medicare  payments. 

The  argument  that  CPR  payments  are  inefficient  is  that  higher  payments 
for  technological  procedures  may  create  incentives  both  for  doing  an 
unnecessary  number  of  these  procedures  and  for  possibly  paying  more  for 
these  procedures  than  is  necessary  to  secure  access  to  care  for  Lfedicare 
beneficiaries.  The  argument  of  unfairness  to  physicians  is  that  equity 
inplies  that  physicians  receive  payments  that  are  prcportional  to  the 
value  of  their  irputs.  Critics  argue  that,  under  the  current  system,  this 
is  not  the  case.  Finally,  traditional  criticism  of  CFR  argues  that  it, 
like  any  fee-for-service  system,  is  inflationary  because  of  the  strong 
incentive  to  provide  greater  quantities  of  those  services  that  are  better 
corrpensated. 

Many  of  the  criticisms  of  CFR  are  plausible,  but  there  has  been  little 
errpirical  work  performed  that  either  substantiates  or  refutes  them. 

The  primary  goal  of  the  ^fedicare  program  is  to  efficiently  provide 
access  to  medically  necessary  and  effective  services  for  beneficiaries. 
There  are  a  number  of  ways  that  Medicare  payments  for  pAiysician  services 
can  be  reformed.  Some  are  in  the  context  of  fee-for-service  and  scatve  are 
not.  The  alternative  methods  include  fee  schedules,  jdiysician  diagnosis 
related  groups,  capitation,  preferred  provider  organizations,  other 
managed  care  arrangements,  and  cortpetitive  bidding.  RVSs,  including  the 
Harvard  RERVS,  are  just  one  of  the  many  possible  ways  to  establish  fee 
schedules;  and  fee  schedules  are  just  one  of  the  many  options  in  reforming 
Ifedicare  physician  payment. 

Fee  schedules  have  frequently  been  considered  as  an  alternative  to  CFR 
as  a  way  to  establish  pjayment  rates  for  pdiysician  services.  An  RERVS 
might  be  used  in  two  general  ways  for  payment  reform  or  refinement.  It 
could  be  used  to  identify  overpriced  procedures  or  it  could  be  used  as  a 
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basis  for  establishing  fee  schedules  for  all  Medicare  j^iysicians' 
services. 

Prcponents  of  the  Harvard  PBRVS  argue  that  it  can  contribute  to  two 
major  goals:  (1)  make  payments  more  efficient  (e.g. ,  more  accurately 
reflecting  ccarpetitive  market  prices) ,  (2)  make  payments  more  equitable 
(equal  pay  for  equal  work,  ceteris  paribus) .  Plausible  theoretical  could 
be  made  si^^xDrting  or  refuting  these  claims.  Again,  there  is  no  eitpirical 
evidence  on  these  issues. 

First,  prcponents  argue  that  the  RERVS  may  be  able  to  address  both  the 
equity  and  efficiency  issues  by  revaluing  procedures  relative  to  their 
resource  irpjts.  The  Harvard  team  has  hypothesized  that  the  Harvard 
RERVS,  if  adequately  constructed,  would  equalize  incentives  across 
procedures.  On  the  basis  of  revenues,  physicians  would  be  financially 
neutral  in  choosing  procedures.  Advocates  believe  that  the  Harvard  RERVS 
might  result  in  more  ajprcpriate  care,  and  thus  better  health,  for  the 
Medicare  beneficiary.  Second,  these  advocates  believe  that  it  can  provide 
a  tool  for  siirpli^ing  the  payment  system.  Third,  the  Harvard  RBRVS  may 
be  useful  for  other  payers  and  managed  health  care  systems  for  internal 
management  purposes. 

Like  any  other  fee-for-service  system,  including  CFR,  no  RBRTS-based 
fee  schedule  can  address  the  growth  in  voluitve  and  intensity  of  services 
that  has  been  the  main  conponent  in  the  increase  in  Medicare 
ejqjenditures.  Thus,  even  if  the  Harvard  RBRVS  were  ccarplete  and 
technically  appropriate,  it  would  not  necessarily  be  an  ajprcpriate 
instnment,  by  itself,  for  reducing  ^fedicare  es^jenditures  for  physician 
services.  To  a  large  extent,  the  irrpact  of  the  Harvard  RERVS-based  fee 
schedule  in  terms  of  program  cc^ts,  changes  in  the  mix  of  services,  and 
beneficiary  access  to  care  will  depend  on  the  behavioral  response  of 
j±iysicians  to  these  changes.  Furthermore,  in  considering  using  any  fee 
schedule,  there  are  a  number  of  policy  issues  that  would  have  to  be 
addressed  explicitly. 

In  assessing  the  Harvard  RERVS,  the  economic  rationale  for  the  scale 
must  be  considered.  In  a  perfectly  cartpetitive  market  with  perfect 
information  and  no  barriers  to  entry,  the  market  clearing  price  is 
determined  by  both  the  cost  of  production  and  the  demand  for  the  product. 
The  interaction  of  supply  and  demand  in  creating  relative  prices  is 
omitted  in  the  Harvard  RERVS.  As  such,  the  RERVS  does  not  reflect  the 
benefits  of,  or  the  value  that  patients  attach  to,  particular  services. 
Because  the  scale  ignores  this  issue  as  well  as  other  issues  such  as  the 
physician's  willingness  to  sij^ply  services,  it  does  not  necessarily  get 
Medicare  payments  any  closer  to  optimal  econcmic  prices  than  those  that 
currently  exist.  Some  would  argue  that  current  payments  more  accurately 
reflect  the  market  for  medical  services. 


^In  addition  to  issues  that  will  be  discussed  in  Chapters  3  and  4, 
issues  are  also  discussed  in  the  report  to  Congress,  entitled  "National 
Fee  Schedule  Iitplementation." 
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In  analyzing  the  applicability  of  any  RVS,  it  is  iitportant  to  consider 
that  Medicare  r^resents  ajproximately  20  percent  of  spending  for 
physician  services.  According  to  data  publishai  in  Medical  Econcanics 
(Paxton,  1987) ,  among  specialties,  it  ranges  frcm  a  hi^  of  42  percent  for 
ophthalmology  to  a  lew  of  2  percent  for  pediatrics.  This  coattparatively 
small  market  share  may  limit  Medicare's  ability  to  unilaterally  inpose 
major  change  on  physician  payment. 

Most  private  insurers  use  reimbursement  methods  that  are  similar  to 
CFR.  As  a  result  of  this  similarity.  Medicare  payments  tend  to  parallel 
those  of  other  payers,  thou^  with  a  deeper  discount.  The  resulting 
absence  of  sharp  disparities  between  Medicare  and  non-^fedicare  payments 
increases  the  willirgness  of  jdiysicians  to  treat  Medicare  patients.  If 
Medicare  were  to  adopt  REEVS-based  payment  and  other  insurers  were  to 
retain  CFR-type  systems,  sharp  disparities  between  Medicare  and 
non-Medicare  payments  could  result  and  this,  in  turn,  could  ccatpromise 
access  to  care. 

History  of  RVSs.   RVSs  are  not  new.  In  1956,  the  California  Medical 
Association  published  the  first  edition  of  v*iat  became  the  California 
Relative  Value  Studies  (CRVS) .  The  purpose  of  these  studies  was  to 
facilitate  the  construction  of  physicians'  fee  schedules.  There  were 
subsequent  editions  published  in  1957,  1960,  1964,  1969,  and  1974.  In  all 
editions  of  the  CFIVS,  jdiysicians  charges  were  the  basis  for  unit  values. 
From  1956  throun^  1964,  charge  data  were  collected  by  a  survey  of 
California  physicians,  under  the  auspices  of  the  Ccilifomia  Ccaonmittee  on 
Fees.  The  Coammittee  determined  the  relative  values  based  ijpon  the  modal 
and  median  values  for  each  procedure.  Beginning  with  the  1969  edition, 
the  Ccaranittee  used  the  median  charges  reported  by  the  California  Blue 
Shield  plan  to  derive  the  unit  values. 

The  influence  of  the  CRVS  on  fee  scales  for  physician  services 
nationwide  was  reported  in  a  1979  Senate  Governmental  Affairs  Committee 
report.  (Committee  on  Governmental  Affairs,  1979) .  This  r^xDrt  shewed  that 
the  CRVS  was  used  by  a  large  number  of  State  medical  societies  and 
specialty  societies.  To  date,  the  CE?VS  has  been  the  basis  for  RVSs 
established  by  more  than  40  State  medical  societies.  Ten  States  have  used 
CRVS-based  fee  schedules  for  their  Medicaid  programs.  Third  party  payers, 
including  Blue  Cross/Blue  Shield,  have  also  used  the  CEWS  to  establish  fee 
schedules.  Other  variations  of  RVSs  have  been  used  by  Medicare  carriers. 
HCFA  has  directed  all  Medicare  carriers  to  develcp  charge-based  RVSs  to 
fill  in  gaps  in  customary  and  prevailing  charge  screens.  The  most  recent 
charge-based  RVS  is  the  1986  Florida  RVS. 

There  are  major  concerns,  however,  that  RVSs  developed  by  j^iysician 
groups  may  be  anti-ccaipetitive.  By  the  mid-1970s  actions  initiated  by  the 
Federal  Trade  Commission  (FTC)  slowed  the  develoFsnent  of  relative  value 
studies.  In  1977,  the  California  Medical  Association  was  advised  by  legal 
counsel  to  enter  into  a  consent  agreement  with  the  FTC,  at  vMch  time  it 


"^ch  of  this  section  is  adapted  from  the  Harvard  RERVS  fined 
report.  Chapter  2. 
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ceased  the  distribution  and  develc^mient  of  its  RVS.  Other  specialty 
societies  entered  into  similar  agreements. 

Alternative  Methods  of  Constructincr  an  RVS.  An  FS^S   can  be  developed  in 
any  of  several  ways  and  can  be  based  i^jon  a  number  of  factors  including 
physicians'  charges,  consuiters'  willingness  to  pay,  physicians'  assessment 
of  worth  of  the  procedure,  benefits  to  society,  shadow  prices  (i.e.,  the 
prices  that  would  result  in  a  perfectly  ccarpetitive  market) ,  and 
negotiation.  The  goal  of  any  of  these  RVSs  would  be  to  detenoine  scsne 
"apprc^riate"  set  of  relative  prices  and  to  lose  these  values  for  Medicare 
E*iysicians'  payment  purposes.  While  there  are  these  other  potential 
methods  for  deriving  RVSs,  the  discussion  of  these  other  approaches,  with 
the  exc^ytion  of  a  charge-based  RVS,  is  emitted  from  this  r^xjrt  either 
because  they  have  not  been  performed  or  they  have  not  been  evaluated. 

Charcre-Based  RVS.  Most  RVSs  that  have  been  develcped  have  used  relative 
charges  as  the  basis  for  relative  values.  The  primary  motivations  for 
using  charges  as  the  basis  for  an  RVS  are  intuitively  appealing: 

o    One  motivation  is  that  almost  all  the  data  needed  to  create 
relative  values  for  payment  of  piiysicians  under  Lfedicare 
currently  exist.  Thus,  to  create  relative  values  across 
services,  one  need  merely  conpare  cuinrent  charges  for  any  given 
procedure  to  charges  for  a  reference  procedure  and  ccatpare  these 
relative  values  across  procedures.  While  construction  of  an  RVS 
based  on  physician  work,  as  the  Harvard  team  has  done,  involves 
deriving  work  estimates  either  by  survey  estimation  or  by 
extrapolation,  creation  of  a  charge-based  RVS  involves  almost 
none  of  the  statistical  assimptions  and  manipulations. 

o    A  second  motivation  is  that  the  payment  system  would  be  very 
similar  to  the  current  system.  Payments  would  be  based  ipon 
values  derived  frcm  CPR.  As  such,  there  would  be  a  strong 
element  of  continuity  and  less  risk  of  serious  disruption  to 
providers  or  beneficiaries  than  under  RVS  schemes. 

o    To  the  extent  that  the  market  for  pAiysician  services  reflects 
ccanpetitive  market  conditions,  prices  derived  in  this  way  would 
reflect  efficient  resource  use.  If  the  market  prices  are  not 
egregiously  distorted,  then  relative  prices  derived  frcan  prices 
could  be  a  good  place  to  start.  If  a  relatively  finite  number  of 
relative  values  are  determined  to  be  inappropriate  so  that  the 
services  are  performed  too  often  or  infrequently,  their  relative 
values  can  be  altered. 

Those  v^o  argue  against  the  use  of  charges  as  the  basis  for  an  RVS 
note  that  because  of  insurance  penetration  the  response  of  consumers  to 


T?.esearch  endorsing  the  use  of  charges  as  a  basis  for  an  RVS  has 
been  proposed  by  Hadley  (1984),  Hadley  (1989),  and  Mitchell,  Crcanwell, 
Rosenbach,  and  Stason  (1989) . 
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changes  in  prices  is  severely  decreased.   Thus,  0iysicians  have  no 
motivation  to  constrain  prices.  This  monc^xjlistic  behavior  is  exacerbated 
by  the  fact  that,  because  of  inperfect  information  in  the  market  for 
medical  services,  physicians  are  not  constrained  to  be  price-takers.  For 
these  reasons,  there  is  scsne  reason  to  believe  that  observed  prices  that 
exist  in  the  market  are  not  optimal  in  an  economic  sense  and  may  be  a  poor 
basis  for  an  RVS. 

Construction  of  a  charge-based  RVS  is  conc^tually  similar  to  the 
construction  of  any  other  RVS:  relative  value  is  defined  as  the  value  of 
any  given  service  relative  to  a  reference  service,  or  numeraire.  In  a 
charge  based  scale,  the  value  of  a  service  is  proxied  by  its  price  or 
charge.  In  the  particular  charge-based  RVS  that  is  used  as  a  basis  for 
simulations  in  Chapter  4,  the  national  average  submitted  charge  is  used  as 
the  projQ^  for  value  for  a  given  procedure.  The  national  average  charge 
across  all  services,  wei^ted  by  frequency  of  performance,  is  used  as  the 
numeraire.  The  charge  data  lased  in  the  construction  of  the  relative 
values  are  taken  frcm  the  1986  procedure  file.  Conc^tually,  relative 
values  can  be  calculated  on  a  specialty-specific  basis  for  all  procedures, 
on  a  specialty-specific  basis  for  scare  procedures,  or  with  no  specialty 
differentials.  The  tables  that  are  presented  on  the  charge-based  RVS 
assume  no  specially  differentials. 


^Conversely,  Hadley  (1989)  has  argued  that  insurance  penetration 
does  not  irrply  that  relative  values  based  on  relative  costs  are  closer  to 
ideal  than  relative  values  based  on  relative  fees.  With  or  without 
insurance  penetration,  he  argues  that  the  result  is  indeterminate. 
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Chapter  2 

OONSTFUCnON  OF  THE  HARVARD  RBRVS 

As  noted  in  the  previous  chapter,  the  vast  majority  of  RVSs  develcped 
to  date  have  been  based  ij^xDn  charges.  The  majority  of  work  basing 
relative  values  on  0iysician  irputs  has  involved  Hsiao  and  his 
associates. 

Hsiao  and  Stason  (1979)  first  atteirpted  to  establish  relative  values 
based  on  physician  resource  iiputs  involved  in  the  production  of  the 
services  in  the  late  1970's.  In  this  stucty,  the  authors  assessed  the 
relative  resource  ir^jut  of  27  procedures  ccamnonly  performed  in  five 
specialties  (general  surgery,  c±>stetrics  and  gynecology,  c^thalmology, 
orthopedic  surgery,  and  urology) .  Physician  work  was  calculated  to  be 
the  product  of  time  and  ccaiplexity.  Because  time  and  ccaiplexity  measures 
were  correlated,  the  authors  questioned  vhether  physicians  ccxild  hold 
time  constant  v^iile  providing  estimates  of  conplexity.  They  hypothesized 
that  this  overlap  between  time  and  conplexity  led  to  overestimated 
physician  work  values. 

A  second  study  of  RERVS  was  conducted  by  Hsiao  and  Braun  et  al. 
(1985)  for  the  State  of  Massachusetts.  This  work  ejqjanded  on  the  results 
of  the  previous  study.  It  surveyed  110  physicians  in  Massachusetts  and 
collected  their  estimates  of  work  directly  on  a  closed  numeric  scale  of 
1-100.  Their  study  seemed  to  yield  suspiciously  low  relative  values  for 
lengthy  procedures  and,  in  the  opinion  of  fAiysicians  vho  served  as 
technical  consultants,  unreasonable  estimates  for  work.  The  Harvard 
RERVS  is  built  upon  these  earlier  studies. 

Methods.  Hsiao  and  his  colleagues  set  out  to  develcp  an  RERVS  for 
18  specialties  by  investigating  the  fhysician  resource  irputs  to 
produce  fdiysicians'  services.  The  specialties  included  in  the  stucfy 
were:  anesthesiology,  family  practice,  general  surgery,  internal 
medicine,  ctostetrics  and  gynecology,  ophthalmology,  orthopedic  surgery, 
otolaryngology,  pathology,  radiology,  thoracic  and  cardiovascular 
surgery,  urology,  allergy  and  immunology,  dermatology,  oral/maxillofacial 
surgery,  pediatrics,  rheumatology,  and  psychiatry.  To  derive  relative 
values,  they  developed  a  model  that  estimates  three  irputs  to  physicians' 
services.  One  irput,  work  of  the  j^ysician,  is  estimated  on  a 
service-specific  basis.  This  irput  consists  of  time  spent  before 
("pre-^ork") ,  during  ("intrawork") ,  and  after  ("post-work")  the  service, 
and  the  intensity  with  vhich  that  time  is  spent.  The  two  other  resource 
irputs  are  practice  costs  and  opportunity  costs  of  training.  These  two 
factors  are  estimated  on  a  specialty-specific  basis  and  represent  the 
costs  of  providing  particular  services  in  different  ^jecialties. 

In  constructing  the  Harvard  REKVS,  the  Harvard  team  spent  most  of  its 
effort  quantifying  the  amount  of  the  physician's  work  in  producing  a 
service.  All  of  the  surveys,  statistical  manipulation,  and  extrapolation 
techniques  were  used  to  generate  relative  work  values.  Practice  cost  and 
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opportunity  cost  factors  were  generated  using  existing  data.  The  three 
factors  are  ccaotibined  in  the  following  way  to  produce  the  RERV  for  a  given 
medical  service: 

RBRV=('IW)  (1+RPC)  (1+AST) 

v*iere  IW  is  the  total  work  ir5>ut  by  the  physician,  RFC  is  an  index  of  the 
relative  specialty  practice  cost,  and  AST  is  an  index  of  the  relative 
amortized  opportunity  cost  of  specialty  training.  For  the  purpose  of  the 
construction  of  the  Harvard  RERVS,  total  work  was  partioned  into 
pre-service,  intraservice,  and  post-service  work.  The  intraservice  work 
occurs  during  the  actual  performance  of  the  procedure,  and  pre-servioe 
and  post-service  occur  before  and  afterward.  For  bundles  of  procedures 
that  are  often  reimbursed  under  Medicare  glcbally,   post-discharge  visits 
are  not  included  in  the  definition  of  post-service  work. 

The  construction  of  the  Harvard  PERVS  was  a  multist^  process.  First, 
vignettes  or  descriptions  of  physicians'  services  were  develcped  for  409 
services,  or  approximately  23  services  in  each  of  the  18  specialties.  In 
constructing  the  vignettes,  the  Harvard  team  attenpted  to  ensure  that 
(1)  each  service  would  be  understood  as  essenticilly  the  same  by 
colleagues  in  the  specialty,  and  (2)  the  vignette  describes  average 
patient  coitplexity  for  the  service  in  question.  These  vignettes  were 
assigned  to  the  appropriate  Current  Prc)cedural  Terminology  (CPT)  codes, 
the  procedure  coding  syston  used  by  HCFA  and  many  fiiysicians  for  billing 
purposes. 

Then  a  national  random  saiiple  of  approximately  185  jAiysicians  in  each 
of  the  18  specialties,  stratified  by  board  certification  status  and 
region,  was  conducted  for  the  selected  services  in  each  of  the  respective 
specialties.  With  the  exceptions  of  allergy  and  immunology  and 
rheumatology,  vdiich  were  not  stratified  on  board  certification,  at  least 
70  percent  of  those  surveyed  were  board  certified.  Given  an  expected 
response  rate  of  60  percent,  the  sairple  size  was  designed  to  yield  100 
corrpleted  questionnaires  in  each  of  the  specialties.  The  final  number  of 
usable  questionnaires  ranged  from  a  hi^  of  117  in  anesthesiology, 
radiology  and  oral  and  maxillofacial  surgery  to  a  low  of  89  in  obstetrics 
and  gynecology.  In  addition  to  gynecology,  only  ophthalmology  (98)  and 
thoracic  and  cardiovascular  surgery  (96)  yielded  fewer  than  100  useful 
questionnaires . 

Although  409  services  were  surveyed,  the  number  of  unique  services 
was  only  372.  This  was  so  because  a  number  of  services  were  surveyed  in 
more  than  one  specialty.  Physicians  were  surveyed  about  their  numerical 
judgments  of  work,  time,  and  intensity  viiich,  in  turn,  consists  of 
technical  skill  and  fdiysical  effort,  mental  effort,  and  stress  due  to 
risk  in  the  performance  of  the  vignettes  in  question.  With  the  exception 
of  tiine,  magnitude  estimation  was  losed  to  obtain  measurements  of 
intrawork  and  its  dimensions  relative  to  a  reference  standard  in  each 
specialty.  Magnitude  estimation  is  a  technique  that  rates  each  dimension 
in  relation  to  a  reference  service  using  a  ratio  scale  rather  than  a 
cardinal  or  ordinal  scale.  Thus,  if  a  reference  service  is  assigned  a 
value  of  100  units  of  work,  another  procedure  that  requires  4.5  times  as 
much  work  would  be  given  a  value  of  450.  In  order  to  siitplify  the 
statistical  analysis,  all  the  measurements  were  converted  to  a 
logarithmic  scale.  This  transformation  resulted  in  survey  result  sanples 
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that  ajpeared  to  be  normally  distributed.  Ihis  is  a  desirable 
statistical  property  becaiase  it  allows  the  iise  of  statisticcil  procedures 
that  are  based  on  the  assunption  of  normality. 

The  survey  data  were  used  to  create  scales  of  relative  intraservice 
work  for  each  of  the  specialties.  Because  these  measures  of  work  were 
obtained  using  different  services  as  reference  standards  for  the  various 
specialties,  they  could  not  be  directly  ccsrpared  to  each  other.  The 
Harvard  team  convened  panels  of  piiysicians  to  identify  "link"  procedures 
that  were  the  same  or  equivalent  in  terms  of  work  across  specialties. 
These  "linking"  procedures  are  procedures  that  are  performed  by  different 
specialties  but  were  the  same  or  equivalent  in  terms  of  intraservice 
work.  The  Harvard  team  aligned  the  work  measurements  for  the  various 
specialties  to  create  a  single  scale.  It  did  this  by  adjusting  the  scale 
for  each  specialty  so  that  the  linked  procedures  would  have  the  same 
value  for  each  specialty  that  performed  them.  This  cross-specialty 
linkage  procedure  reduced  the  number  of  scales  from  18  to  1  v^le  keeping 
the  relationships  within  the  individual  specialties  unchanged.  The 
resulting  common  scale  ranked  intraservice  work  for  all  surveyed 
procedures.  This  scale,  hovever,  did  not  include  pre-service  or 
post-service  work,  or  practice  and  opportunity  costs. 

The  next  step  was  to  derive  estimates  of  pre-service  and  post-service 
work  that  could  be  added  to  the  intraservice  work  values  to  yield  total 
work  values.  Pre-  and  post-service  time  data  were  obtained  for  153  of 
the  372  distinct  services,  and  these  survey  results  were  used  to  generate 
estimates  of  pre-  and  post-service  times  for  the  remainder.  Based  ijpon 
intraservice  data,  and  the  available  pre-  and  post-service  time  data, 
statistical  methods  and  clinical  guidance  were  then  used  to  infer 
estimates  of  work  per  unit  of  time  that  could  be  mapped  to  pre-service 
and  post-service  work.  These  estimates  of  work  per  unit  of  time  were 
assigned  to  pre-service  and  post-service  times  on  the  basis  of 
assuirptions  about  the  relationship  between  pre-  and  post-service  work  per 
unit  of  time  and  intraservice  work.  Finally,  pre-service  and 
post-service  work  (i.e.,  intensity)  were  derived  by  multiplying  the  pre- 
and  post-service  time  estimates  by  the  assigned  values  of  intensity. 
Adding  these  values  to  the  intraservice  work  values  created  relative  work 
values  for  all  the  surveyed  procedures. 

The  next  step  was  to  derive  estimates  of  work  for  the  nonsurveyed 
procedures.  Although  the  surveyed  services  accounted  for  approximately 
35  percent  of  Medicare  allowed  charges  for  the  included  specialties, 
substantial  gaps  remained.  There  are  approximately  7,000  services  and 
procedures  contained  in  CPr-4.  Of  these  codes,  a  lesser  number  are  used 
under  Medicare  with  any  frequency,  and  a  smaller  number  is  relevant  to 
the  specialties  surveyed  by  the  study  team.  Given  resource  constraints, 
it  was  not  possible  to  survey  vignettes  for  all  CFT-4  codes.  Thus,  the 
study  team  developed  relative  values  for  nonsurveyed  codes  through  other 
methods.  The  Harvard  stu(fy  collected  primary  intraservice  work  data  on 
approximately  400  services  representing  sam^f\^hat  fewer  than  300  unique 
CPr-4  codes.  These  codes  were  used  as  a  basis  for  extrapolation  (Hsiao, 
Braun,  Becker,  et  al.,  1988,  p.  610).  Extrapolation  was  used  to  generate 
relative  work  values  for  a  larger  number  of  codes  that  were  not  surveyed. 
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Extxapolation  was  based  on  the  assuitption  that,  althou^  charges  are 
not  a  good  surrogate  for  work  across  all  services,  they  can  be  used  as 
proxies  for  relative  measures  of  work  within  small,  fairly  hcaonogeneous 
grot^js  of  services.  For  exaitple,  they  asserted  that  charges  are  a 
reasonable  basis  for  estimating  the  differences  in  total  work  between  the 
r^jair  of  an  inguinal  hernia,  age  5  and  over  (49505) ,  and  the  r^>air  of 
an  inguinal  hernia,  any  age,  recurrent  (49520) .  The  definition  of  the 
groL^JS  of  services  among  v*iich  extrapolation  was  apprcpriate  was  based 
ij^xDn  the  hierarchical  structure  of  the  CPr-4  coding  system.  In  total, 
the  Harvard  team  defined  approximately  150  families.  These  families 
averaged  approximately  ei^t  members.  Sources  of  charge  data  were  the 
Health  Insurance  Association  of  America  and  Medicare  Part  B. 

The  extrapolation  method  was  applicable  for  all  specialties  except 
anesthesiology.  Difficulties  in  extrapolating  to  anesthesiology  will  be 
explained  in  Cliapter  3.  Similarly,  the  Harvard  team  determined  that  the 
extrapolation  was  not  appropriate  for  visits  and  consults.  As  explained 
below,  unreasonable  extrapolated  values  for  visit  and  consult  codes  led 
to  modifying  the  method  for  deriving  values  for  those  codes. 

The  final  two  steps  in  the  creation  of  the  Harvard  RBRVS  were  the 
incorporation  of  practice  and  opportunity  costs. 

—  The  approach  used  in  the  creation  of  the  practice  cost  adjiastment  was 
twofold.  Practice  costs  were  apportioned  to  each  service  in 
proportion  to  the  total  work  estimated  to  be  required  to  produce  that 
service.  By  assuitption,  services  that  required  more  work  also  had 
proportionately  more  practice  costs.  The  RTC  index  was  constructed  on 
a  special'tY~specific  basis.  The  practice  cost  factor  for  each 
specially  was  calculated  f rem  the  ratio  of  practice  costs  to  gross 
revenues  in  the  specialties  and  then  conparing  these  results  to  those 
for  general  surgery.  For  most  specialties,  the  RPC  falls  between 
-0.09  and  0.06.  This  irplies  that  practice  cost  fall  between  91 
percent  and  106  percent  of  practice  costs  for  general  surgery.  For 
four  of  the  18  specialties,  the  number  lies  outside  this  range.  The 
primary  source  of  the  data  for  this  calculation  was  the  HCFA/NORC  1983 
Physicians'  Practice  Cost  and  Income  Survey  (NORC,  1983) . 

—  Finally,  to  reflect  differences  in  the  investment  of  different 
specialties  in  training,  an  index  of  the  amortized  value  of  the 
opportunity  cost  of  specialty  training  was  calculated  relative  to  that 
for  general  surgery.  The  calculation  was  based  on  data  obtained 
mainly  from  the  American  Medical  Association  (AMA)  that  yielded 
information  on  the  length  of  residency  training,  residency  salaries, 
and  physician  net  income.  The  analysis  showed  that  the  relation  of 
opportunity  costs  (foregone  income)  of  post-graduate  medical  training 
varied  little  across  specialties.  Again,  using  the  opportunity  costs 
of  general  surgery  as  the  reference  groi:p,  the  factors  ranged  frcm  a 
hi(^  of  105  percent  for  thoracic  and  cardiovascular  surgery  to  a  low 


1 
For  a  description  of  the  elements  that  went  into  the  measurement  of 

practice  costs,  see  Chapter  9  of  the  final  report,  pages  625-631  (Hsiao, 

Braun,  and  Becker  et  al.,  1988). 
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of  99  percent  for  8  of  the  18  specialties  covered  in  the  study.  Only 
three  specialties,  allergy  and  iiiiraunology,  thoracic  and  cardiovascular 
surgery,  and  rheumatology,  had  c^portunity  cost  more  than  1  percent 
greater  than  general  surgery. 

Combining  the  relative  work  values  with  the  practice  cost  and  c^^»rtunity 
cost  ccaiponents  using  the  functional  forro  described  earlier  resulted  in 
the  final  values  of  the  Harvard  RBRVS. 

Major  Results.  The  study  showed  that,  ijsing  their  definitions,  there  are 
large  variations  in  resource  itputs  across  services.  There  was  roughly 
a  200-fold  difference  across  the  1,400  services.  Large  variations 
existed  both  within  and  across  specialties.  Using  1986  Medicare  mean 
charge  data,  ratios  of  charges  to  relative  values  for  categories  of 
service  were  also  examined.  The  variation  of  this  ratio  across 
procedures  can  be  used  to  indicate  that  a  procedure  is  relatively 
underpaid  or  overpaid.  The  typical  ratio  for  hospital-based  invasive 
procedures  was  approximately  1.0,  vdiile  the  typical  value  for  office 
visits  was  0.3.  This  irtplies  that  invasive  procedures  are  paid  more  than 
three  times  as  much  per  REKV  imit  as  an  office  visit.  This  duplies  that, 
in  terms  of  resources  measured  by  this  stuc^,  invasive  procedures  are 
overpaid  relative  to  visits.  To  the  extent  that  a  number  of  these 
invasive  services  are  billed  on  a  global  fee  basis,  and  the  Harvard  RBE?VS 
did  not  include  all  the  ccmponents  of  the  gl(±»al  fee,  this  relative 
overpayment  is  probably  somev^iat  exaggerated. 

Although  invasive  procedures  appear  to  be  paid  more  per  RBRV  unit,  it 
does  not  inply  that  invasive  procedures  are  overpaid  in  any  normative 
sense,  since  there  is  not  a  "correct"  ratio  of  relative  value  units  to 
charges.  If  visits  are  paid  appropriately,  then  invasive  procedures  are 
overpaid.  Alternatively,  if  invasive  procedures  are  paid  appropriately, 
then  visits  are  underpaid. 

Nevertheless,  based  on  the  Harvard  team's  measurement  of  work,  it  is 
possible  to  determine  if  procedures  are  overpaid  relative  to  current  CER 
payment  amounts.  To  determine  if  a  procedure  is  overpaid,  it  is 
necessary  to  calculate  a  payment  amount  per  RERV  unit,  calculate  the 
payment  amount  for  a  given  procedure  under  the  Harvard  RERVS,  and  corrpare 
it  to  the  current  payment  amount.  Performance  of  such  calculations  is 
predicated  on  assurrptions  about  how  the  Harvard  RERVS  would  be  used  for 
payment.  The  Harvard  team  has  performed  scaive  calculations  of  this  type. 
Their  analysis  tends  to  show  that  invasive  procedures  are  overpaid.  For 
exairple,  in  the  summary  of  the  study  presented  in  the  Journal  of  the 
American  Medical  Association  (Hsiao,  Braun,  Kelly,  Becker,  1988) ,  the 
Harvard  team  reported  that  repair  of  an  inguinal  hernia  is  overpaid  by 
59  percent,  and  a  modified  radical  mastectcray  is  overpaid  by  35  percent. 
HCFA's  estimates  for  selected  services  commonly  performed  under  Ifedicare 
are  presented  in  Chapter  4. 

The  Harvard  team  found,  however,  that  there  were  substantial 
differences  in  the  way  fAiysicians  used  the  CPT  codes  for  evaluation  and 
management  services.  For  exaitple,  intraservice  time  and  intraservice 
work  values  estimated  by  rheumatologists  for  codes  90020  and  90050  are 
rou^ily  twice  those  given  by  dermatologists  for  the  same  two  codes.  The 
use  of  billing  codes  also  varied  significantly  within  specialties.  There 
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were  instances  v^ere  several  surveyed  vignettes  fell  under  the  same  CPT 
code,  and  the  work  values  differed  greatly.  Because  of  these  prcfclems, 
the  researchers  had  great  difficulty  assigning  reliable  work  values  to 
visit  and  consult  codes,  even  within  specialties.  Ihis  made 
extrapolation  for  these  services  even  more  problematic.  The  solution  to 
this  problem  that  was  proposed  by  the  research  team  was  to  modify  the  CPT 
codes  by  the  addition  of  time  descriptors  and  to  assume  that  the  work  per 
unit  of  time  did  not  vary  across  specialties  and  that  total  work  for  a 
service  could  be  derived  from  estimates  of  intraservice  time.  The 
methodology  for  visits  and  consults  utilzes  survey  data  and  regression 
techniques.  The  results  for  visits  and  consults  presented  in  ^pendix  R 
to  the  final  report  (Hsiao,  Braun,  Becker  et  al. ,  1988)  are  based  i;pon 
this  revised  methodology. 

Extrapolation  and  the  visit  and  consult  methodology  increased  the 
total  number  of  unique  codes  with  relative  work  values  to  approximately 
1,200  and  the  number  of  codes  including  modifiers  to  ajproximately 
1,400.  These  approximately  1,400  relative  values  represent  approximately 
69  percent  of  Medicare  allowed  charges  for  the  included  specialties  and 
approximately  67  percent  of  all  Medicare  allowed  charges  (see 
Table  2.1) .  The  67  percent  of  all  allowed  charges  covered  by  the  Harvard 
REKVS  may  appear  to  be  hi^,  but  it  is  not.  The  study  generated 
estimates  for  procedures.  If  these  procedures  were  also  performed  by  the 
nonsurveyed  specialties,  then  the  dollar  amount  for  these  specialties 
could  be  calculated.  These  1,400  values  r^resented  approximately  1,200 
unique  CPT  codes.  Table  2.2  shows  the  percentage  of  Ifedicare  alleged 
charges  covered  by  the  REKVS  and  the  percentage  derived  by  each 
technique,  ^^proximately  25  percent  of  the  allowed  charges  for  the 
included  specialties  were  derived  from  direct  survey  estimates,  and 
another  25  percent  were  derived  from  the  revis«i  visit  and  consult 
methodology. 

The  Harvard  team  atteitpted  to  perform  an  external  validation  of  its 
scale  by  cxaroparing  the  Harvard  RBRVS  values  to  the  Ontario  fee  schedule, 
v*iich  was  negotiated  with  f^ysicians.  For  both  invasive  and  evaluation 
and  management  services,  the  Harvard  REKVS  and  the  Ontario  scale  showed 
reasonable  congruence. 

Harvard  has  entered  into  a  second  cooperative  agreement  to  extend  this 
stucty  to  14  additional  specialties.  Like  the  first  study,  this  second 
stucty  involving  the  additional  specialties  has  been  mandated  by 
Congress.  These  specialties  are  cardiology,  emergency  medicine, 
gastroenterology,  hematology  and  oncxalogy,  infectious  disease, 
n^^irology,  neurology,  neurosurgery,  nuclear  medicine,  physical  medicine 
and  rehabilitation,  plastic  surgery,  pulmonary  medicine,  radiation 
therapy,  and  osteopathy.  One  of  the  major  goals  of  the  second  fdiase  of 
the  study  is  to  ej^and  the  scope  of  the  extrapolation  so  that  95  percent 
of  all  Medicare  charges  are  covered  by  the  stucty.  Additional  goals 
include  covering  all  services  from  the  100  most  frequently  performed 
services  under  ^fedicare,  and  the  inclusion  of  the  top  100  hi^  dollar 
volume  services  in  each  specialty.  The  final  report  of  this  cocperative 
agreement  is  due  June  30,  1990.  Copies  of  the  final  report  of  the  first 
j^iase  of  the  study  can  be  obtained  throu(^  the  National  Technical 
Information  Service. 
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Table  2.1 

PERCENTAGE  OF  1987  ALDDWED  CHARGES  FOR  JHYSICIAN  SERVICES 
CX)VERED  BY  HARVARD  REEVS,  BY  SURVEYED  AND  UNSURVEYED  SPECIAIITY 


allcwed  /I 

charges 

($million) 

$23,451 

17.457 


cxjvered  by 

Harvard 

($million)    percent 


$15,824 
12 . 124 


67^ 


69 


Total 

Surveyed  Specialties: 

Allergy 

Anesthesiology 

Dermatology 

Family  Practice 

General  Surgery 

(^?necology 

Internal  Medicine 

Oj±ithalmology 

Orthopedic  Surgery 

Otorhinolaryngology 

Pathology 

Pediatrics 

Psychiatry 

Radiology 

Thoracic  Surgery 

Urology 

Unsurveyed 
Specialties: 

Cardiology 
Gastroenterology 
General  Practice 
Miscellaneous 
Multi-spec  Group 
Nephrology 
Neuro  Surgery 
Neurology 
Osteopathy 
Hiysical  Medicine 
Plastic  Surgery 
Proctology 
Pulm  Disease 
Unknown 

V 

Includes  assistant  at  surgery. 

NOTES:  Excludes  allowed  charges  for  anesthesia  performed  by  all 
specialties  except  for  anesthesiologists,  v*iich  were  estimated  using  data 
from  1987  BMAD  Beneficiary  files.  Excludes  services  covered  by  lab  fee 
schedule. 

SOURCE:  Health  Care  Financing  Administration,  Office  of  Research  and 
Demonstrations.  1987  BMAD  Procedure  file  and  1987  BMAD  Beneficiary  file. 


30 

15 

50 

1,128 

626 

55 

410 

270 

66 

983 

794 

81 

1,810 

1,084 

60 

171 

124 

72 

3,934 

3,120 

79 

3,059 

2,528 

83 

1,247 

744 

60 

261 

202 

77 

274 

139 

51 

20 

14 

69 

324 

104 

32 

2,179 

1,153 

53 

778 

525 

67 

849 

682 

80 

5.994 

3.700 

62^ 

1,629 

913 

56 

539 

338 

63 

990 

721 

73 

106 

46 

43 

1,321 

809 

61 

184 

100 

54 

208 

112 

54 

325 

219 

67 

85 

51 

60 

101 

67 

67 

119 

36 

30 

53 

41 

77 

325 

243 

75 

9 

4 

44 
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Table  2.2 


Percentage  of  1987  ffedicare  Allowed  Qiarges  for  Hiysicians'  Services 

Accounted  for  by  Harvard  RBRVS 


All  Physician  Specialties 
Surveyed  Specialties 
Non-Surveyed  Specialties 


SURVEYED  SPECIAIHTES 

Covered  by  Harvard  REKVS 
Not  Covered  by  Harvard  RBRVS 


COVERED  BY  HARVARD  RERVS 

Surveyed  Codes  (nonanesthesia) 
Surveyed  Codes  (anesthesia) 
Extrapolated  Codes 
Evaluation/Management  Codes 
Codes  Resolved  by  Concensus  Panel 


ALDDWED  CHARGES 

($  BILLTOJS) 

PEW 

$23.4 

lOO: 

17.4 

74 

6.0 

26 

$17.4 

loo; 

12.1 

70 

5.3 

30 

$12.1 

loo: 

3.9 

32 

0.6 

5 

2.7 

22 

4.3 

36 

0.6 

5 

NOTES:  Excludes  services  covered  under  lab  fee  schedule,  and  services  performed 
by  limited  license  physicians.  Includes  assistant  at  surgery. 

SOURCE:  Health  Care  Financing  Administration,  BMAD  Procedure  File,  1987. 
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C3iapter  3 

CRrnQUE  OF  THE   HARVARD  RBRVS 

The  purpose  of  the  Harvard  RBRVS  study  v/as  to  create  resource-based 
relative  values  that  are  corrparable  across  specialties  for  most  of  the 
services  delivered  by  18  medical  and  surgical  specialties.  Ihese  values, 
in  turn,  could  be  considered  for  use  as  the  basis  for  a  revised  payment 
system  for  physicians'  services  under  Medicare. 

HCFA  extensively  reviewed  and  analyzed  the  study  and  its  results.  In 
performing  the  analysis,  HCFA  consulted  with  e3$)erts  in  the  fields  of 
medicine,  statistics,  and  economics,  solicited  ccatnroents  frcm  jdiysician 
specialty  groups,  and  conducted  extensive  simulations. 

The  Harvard  team  accoitplished  some  of  its  major  goals.  First,  it  has 
shown  that  it  is  possible  to  use  p^iysician  resource  ir^xits,  as  measured  by 
the  study,  to  establish  RVSs  within  specialties.  Second,  it  has 
demonstrated  that  it  is  possible  to  align  these  special-b^^-specific  scales 
to  create  a  common  scale  and  to  create  relative  values  that  are  meaningful 
across  specialties.  Overall,  the  Harvard  study  presents  a  richer  view  of 
the  supply  side  of  the  physicians'  services  market  than  has  previously 
been  available.  This  is  especially  so  in  defining  the  concept  of 
physician  work  and  measuring  it  for  a  large  nimtoer  of  procedures.  In 
doing  so,  the  Harvard  RBRVS  offers  an  alternative  approach  based  i^xsn 
physician  resources  for  establishing  relative  values  for  jdiysicians' 
services. 

The  Harvard  RBRVS  as  it  is  currently  constructed  is  not  yet  ready  for 
full  iitplementation.  In  addition  to  the  obvious  fact  that  the  study  only 
included  18  specialties,  there  are  the  problems  inherent  in  the  study 
itself.  There  are  a  number  of  methodological  limitations  that  may  affect 
the  validity  of  the  results  and  the  precision  of  the  results  should  be 
subjected  to  greater  scrutiny.  In  addition,  there  are  significant  issues 
that  would  have  to  be  resolved  before  the  Harvard  RERVS  could  be  fully 
inplemented  for  Medicare  payment  purposes.  Some  of  these  problems  appear 
to  be  solvable,  althou^  some  resolution  may  require  extensive  resources. 

This  chapter  critiques  the  Harvard  REKVS,  discusses  its 
appropriateness  as  a  basis  for  Medicare  payment,  and  discusses  directions 
for  further  research  and  possible  solutions  to  the  problems  inherent  in 
the  Harvard  RBBIVS. 

This  chapter  is  divided  into  two  parts:  the  first  part  discusses 
limitations  of  the  Harvard  RBE^VS;  the  second  part  discusses  possible 
solutions  to  these  shortcomings. 

In  reviewing  an  effort  of  this  type,  assessments  must  be  made  of  the 
methodology  and  of  the  final  results.  The  Harvard  RESRVS  incorporates 
assunptions,  estimations,  and  extrapolations.  In  any  statistical 
analysis,  inprecision  is  an  issue.  Whether  bias  exists  is  unknown.  Any 
impact  of  these  factors  on  the  final  values  cannot  easily  be  assessed. 
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ISSUES 

Econcgnic  Basis  of  the  Harvard  RERVS.  One  motivation  for  the  Harvard  RERVS 
is  to  devise  a  payment  system  that  is  more  equitable  and  efficient,  in  the 
economic  sense  of  equating  payments  to  work  and  ir5>ut  costs  rather  than 
physician  charges  as  under  the  current  payment  system.  Ihe  market 
clearing  price,  the  price  v^iere  demand  is  equal  to  simply,  is  determined 
by  both  the  cost  of  production  and  the  demand  for  the  product.  Under  such 
a  pricing  structure,  services  that  were  not  valued  by  consumers  would  not 
be  demanded  and  their  price  would  be  zero. 

The  interaction  of  simply  and  demand  in  creating  market  prices  is 
omitted  in  the  Harvard  RBRVS.  Because  it  focuses  only  on  resource  iiputs, 
the  Harvard  RBfWS  ignores  the  role  of  demand  in  determining  price.  As 
such,  it  does  not  reflect  the  benefits  of,  or  the  value  that  patients 
attach  to,  particular  services.  Thus,  the  market  clearing  price  will  not 
necessarily  result  from  the  Harvard  RERVS  since  relative  values  are  based 
only  on  the  relative  average  amount  of  resources  expended  in  the 
production  of  a  service.  Finally,  althou^  the  resources  necessary  to 
produce  a  service  were  measured,  the  physicians'  willingness  to  simply  the 
service  were  not  included  in  the  derivation  of  the  relative  values.  Thus, 
vAiile  the  scale  measured  relative  work  of  physicians  in  producing 
services,  it  did  not  measure  relative  costs  of  producing  services.  Ihis 
may  have  iirplications  for  access  to  Medicare  services  if  payment  amounts 
that  would  be  generated  from  the  Harvard  RBRVS  are  too  low  to  induce 
physicians  to  perform  the  service  in  question  for  Medicare  beneficiaries. 
In  evaluating  the  Harvard  RBRVS  frcm  this  perspective,  a  new  set  of 
relative  values  may  not  necessarily  reflect  movement  toward  the  cptimal 
cortpetitive  pricing  structure. 

Measurement  of  Intraservice  Work.  The  Harvard  team  put  most  of  its  effort 
into  estimating  the  amount  of  work  that  is  ej^jended  by  the  0iysician 
during  the  actual  performance  of  the  service.  The  general  methodological 
approach  used  to  estimate  intraservice  work  appears  to  be  appropriate. 

In  designing  the  surveys  used  to  estimate  work,  however,  the  Harvard 
team  determined  that  the  CPr-4  terminology  was  insufficiently  detailed  to 
define  the  level  of  effort  associated  with  various  services  and 
procedures.  Therefore,  it  developed  vignettes  that  include  information  on 
patient  chairacteristics,  coitplaints,  diagnoses,  and  treatments.  The  use 
of  vignettes  raises  a  number  of  issues: 

1.  Many  of  the  study  vignettes  represent  patients  younger  than  65.  If 
the  work  for  services  for  lyfedicare  beneficiaries  differs  frcm  that  for  the 
general  population,  these  vignettes  could  yield  distorted  relative  values 
for  Medicare  patients. 

2.  Some  of  the  vignettes  contained  diagnostic  information.  Reaching  a 
diagnosis  often  involves  jdiysician  time  and  effort.  Thus,  a  service  may 
be  undervalued  if  it  is  based  on  a  vignette  that  includes  a  diagnosis. 
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3.  Another  pr(±»lem  involves  the  assignment  of  CPr-4  cxdes  to  the 
vignettes.  During  the  course  of  the  study,  it  became  clear  that  there  was 
some  difficulty  in  assigning  unique  CPr-4  codes  to  the  vignettes. 

4.  Another  concern  is  v^iether  the  vignettes  represent  the  average 
resources  for  the  codes  to  vdiich  they  are  assigned.  No  analysis  of  this 
was  performed  by  the  Harvard  team.  If  the  vignettes  are  not 
representative  of  the  codes,  then  the  relative  work  values  assigned  to  the 
codes  will  not  be  representative  either.  This  concern  is  independent  of 
the  ability  to  assign  CPT  codes  to  the  vignettes. 

5.  The  coding  of  vignettes  was  especially  difficult  for  visits; 
clinicians  did  not  always  agree  on  the  code  for  a  vignette,  and  two 
somev*^iat  different  vignettes  might  receive  the  same  code.  Moreover,  the 
researchers  also  found  that,  for  visits,  different  specialties  used  the 
coding  system  differently.  For  some  codes,  work  values  across  specialties 
differed  by  factors  of  three  or  more  (Hsiao,  Braun,  Becker  et  al.,  1988, 
Table  98) .  In  addition,  a  vignette  classified  as  a  limited  office  visit 
(90050)  might  receive  a  higher  work  rating  than  a  service  classified  as  an 
intermediate  office  visit  in  the  same  specialty  (90060)  (Hsiao,  Braun, 
Becker  et  al.,  1988,  p.710) .  Furthermore,  for  codes  that  contained  two  or 
more  surveyed  vignettes,  the  work  estimates  could  differ  frtan  each  other 
by  almost  50  percent  (Hsiao,  Braun,  Becker  et  cil.,  1988,  Table  99). 

6.  The  prc±)lem  of  vignettes  is  exacerbated  by  the  fact  that  there  is 
great  geograpiiic  variation  in  the  way  that  the  CPT-4  codes  are  used.  The 
Office  of  Inspector  General  (OIG)  report,  entitled  "Problems  with  Coding 
of  Physician  Services:  Medicare  Part  B"  (OIG,  January  1989) ,  found  that 
one  carrier  had  86  percent  of  its  established  patient  office  visits  coded 
as  90060,  v^le  another  had  9  percent  coded  in  this  way.  The  average 
percent  of  this  code  reported  by  all  carriers  was  31  percent.  Although 
these  variations  mi^t  reflect  differences  in  services  rendered,  it  is 
more  likely  that  they  reflect  differences  in  coding  practices  for  similar 
services.  This  does  not  iirply  that  the  Harvard  study  team  measured 
intraservice  work  incorrectly.  It  reflects  variations  in  the  coding  of 
the  services  by  physicians.  It  does  iitply,  however,  that  assigning  CPr-4 
codes  to  current  vignettes  is  not  a  straightforward  exercise. 

These  problems  of  assigning  CPr-4  codes  to  the  vignettes  led  the 
Harvard  team  to  question  its  results  for  evaluation  and  management 
services  and  to  attempt  to  devise  new  service  definitions.  Their  proposed 
solution  bases  the  coding  of  visits  and  consultations  on  the  amount  of 
time  that  could  be  "routinely  scheduled"  to  perform  them.  For  exaiiple,  a 
code  90050  was  defined  as  a  service  that  is  usually  scheduled  as  a  15 
minute  visit.  While  this  is  an  interesting  idea,  it  is  underdeveloped, 
and  significant  policy  issues  remain.  Foremost  is  the  difficulty  of 
iitplementing  the  proposed  change  in  a  manner  that  provides  for  predictable 
budget  effects.  This  difficulty  arises  because,  although  one  can  be 
developed,  at  present,  there  is  no  cross-walk  between  the  current  and 
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proposed  cxxiing  for  visits  and  consultations.  Second,  substantial 
i:5XX)ding  may  result.  Other  issues  include:  hew  to  define  and  measure  time 
and  scheduled  time,  hew  to  audit  time,  and  how  to  ensure  that  slower  and 
less  efficient  practices  are  not  rewarded. 

In  its  testimony  to  the  Senate  Cornmittee  on  Finance  presented  on 
March  17,  1989,  PF5^  recoanmended  that  time  be  included  in  the 
definition  of  visit  codes.  Ihis  issue  is  currently  under  consideration  by 
the  AMA  Ad  Hoc  COatranittee  on  Visits  and  Levels  of  Service,  to  v*iich  HCEA 
has  presented  its  views.  The  D^artment's  policy  perspective  favors  a 
reduction  in  the  number  of  codes.  Ihe  recearatvendations  of  the  Ad  Hoc 
Committee  will  be  presented  to  the  full  CFT-4  Editorial  Panel,  on  vdiich 
HCFA  is  r^resented. 

Another  problem  pertains  to  the  measurement  of  work  itself.  In 
measuring  piiysician  work,  each  service  is  considered  ind^)endently.  Ihe 
joint  production  of  services  and  economies  of  scope  is  ignored  in  the 
study.  This  could  irtply  that  the  sum  of  the  work  values  for  services  that 
could  be  performed  concurrently  is  greater  than  it  should  be.  In  defense 
of  the  Harvard  RERVS  methodology,  this  is  often  a  problem  with  the  current 
payment  system  as  well. 

Updating  Values  for  Work.  The  responses  that  pAiysicians  made  to  the 
survey  were,  to  an  extent,  a  function  of  the  markets  in  vMch  they  provide 
services.  Hiysicians  v*io  face  less  demand  might  take  more  time  to  perform 
a  service  than  those  vdio  are  busier,  causing  work  values  to  change  over 
time.  Ihe  state  of  technology  also  influences  the  amount  of  work  required 
to  perform  a  procedure.  Ihese  factors  irrply  that  the  values  of  the 
Harvard  RERVS  are  not  constant  across  f^ysicians  or  over  time.  Ihe 
Harvard  RERVS  values  will  have  to  be  ij^jdated  periodically  to  incorporate 
both  relative  changes  that  evolve  over  time  in  the  existing  procedures  and 
the  advent  of  new  procedures  and  technologies.  It  is  not  clear  how 
frequent  ij^xiating  would  have  to  be  performed.  Repeating  the  current 
methodology  could  be  resource  intensive,  because  it  might  entail 
activities  such  as  convening  panels  of  medical  experts  to  identify  changes 
in  medical  practice  and  resurveying  ^lysicians  on  a  regular  basis  to 
recalculate  work  values.  Extrapolating  Ifervard  RBFVS  values  from  charges 
to  i:5xiate  the  values  will  be  even  more  difficult  since  0iysicians  will 
have  no  incentive  to  r^)ort  charges,  unless  Medicare  customary  charge 
screens  are  kept. 

In  addition  to  the  cost  of  i:ipdating  the  Harvard  RERVS,  it  may  be 
difficult  to  get  accurate  and  unbiased  survey  results  in  the  future.  VJhen 
the  Harvard  team  first  conducted  physician  surveys  for  the  study,  it  was 


■'■PFRC's  recommendations  on  the  Harvard  RERVS  are  presented  in  their 
entirety  in  its  report,  entitled  "Fhysician  Payment  Review  Commission 
Annual  Report  to  Congress,  1989." 
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not  imiversally  known  that  the  results  mi^t  influence  Medicare  payments. 
Given  the  current  interest  in  the  Harvard  RBRVS,  however,  physicians  may 
have  an  incentive  to  respond  in  a  manner  that  enhances  their 
self-interests.  This  could  undermine  the  validity  of  any  subsequent 
surveying. 

Magnitude  Estimation.  Magnitude  estimation  has  been  questioned  as  an 
appropriate  technique  for  measuring  physician  responses.  In  particular, 
the  technique  may  not  be  appropriate  v^en  the  procedures  used  as  the 
reference  procedures  in  a  specialty  are  not  typical  (see,  for  exanple, 
Stevens,  1975) .  Some  specialties  have  argued  that  there  is  a  bias  due  to 
the  atypical  choice  of  the  standard  for  their  particular  specialties. 

On  the  basis  of  inputs  from  consultants,  HCFA  concluded  that  these 
issues  did  not  raise  serious  problems.  The  methodology  is  an  accepted 
technique  for  obtaining  subjective  judgments.  Magnitude  estimation  does 
not  depend  on  the  reference  procedure  being  typical,  but  on  the  ability  to 
rate  procedures.  Furthermore,  analysis  by  HCFA  of  the  work  values  of  the 
surveyed  procedures  showed  that  the  reference  procedures  were  well  within 
the  range  of  values  for  all  specialties  except  pathology.  The  experts 
also  judged  that  the  results  were  likely  to  be  relatively  insensitive  to 
the  choice  of  reference  procedure. 

Measurement  of  Pre-service  and  Post-service  Work.  The  Harvard  RBRVS 
research  team  reported  that  pre-service  and  post-service  work  represent, 
on  average,  33  percent  of  total  work  for  evaluation  and  management 
services  and  46  percent  of  total  work  for  invasive  procedures.  Clearly, 
pre-  and  post-service  work  represent  a  substantial  proportion  of  total 
work.  Because  this  proportion  is  so  large,  the  implications  of  an  invalid 
or  imprecise  methodology  can  be  serious.  No  estimates  of  pre-  or 
post-service  work  were  obtained  by  survey.  Estimates  of  pre-  and 
post-service  times,  however,  were  obtained  throu^  survey  for  153 
services.  Regression  techniques  were  used  to  derive  pre-  and  post-service 
time  estimates  for  the  remaining  services  that  had  been  surveyed  for 
intraservice  values.  The  r-square  for  prediction  models  ranged  from 
.44  to  .85.   Estimates  for  pre-  and  post-service  work  were  obtained  from 
intraservice  work  data  and  pre-  and  post-service  time  data  based  on  the 
assuitptions  that  pre-  and  post-service  work  are  essentially  evaluation  and 
management,  and  that  intensity  (work  per  unit  of  time)  for  pre-  and 
post-services  is  correlated  with  corresponding  intraservice  work.  This 
second  assumption  facilitated  the  mapping  of  data  on  intraservice  work  to 
yield  pre-  and  post-service  intensity  values.  Multiplying  these  pre-  and 
post-service  intensity  values  by  the  corresponding  time  estimates  resulted 
in  the  pre-  and  post-service  work  estimates. 

This  part  of  the  study  needs  substantial  refinement.  Because  the 
estiitates  for  pre-service  and  post-service  work  were  not  obtained  by 
survey,  there  are  significant  questions  about  the  validity  and  reliability 
of  these  results.  A  second  problem  is  the  actual  definition  and 
estimation  of  pre-  and  post-service  time.  Pre-  and  post-service  time  is 
usually  not  formally  scheduled  and  is  highly  variable  according  to 
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particular  characteristics  of  the  case.  Furthermore,  it  could  vary 
according  to  the  practice  style  of  the  physician.  Consequently,  the 
validity  and  reliability  of  estimates  nay  be  questionable. 

Cross-Specialty  T.inTcaqpi=;.  In  order  to  perform  linkages  across 
specialties,  it  was  necessary  to  define  procedures  that  were  the  same  or 
ecyiivalent  in  terms  of  work.  Ihe  Harvard  team  has  used  statistical 
techniques  to  show  that  a  similar  final  scale  would  have  resulted  if  a 
subset  of  the  linking  procedures  had  been  used.  Sonve  believe  that  the 
work  across  seme  specialty  linking  prxx»dures  is  not  equal. 

Further  questions  involve  vdiether  another  set  of  pAiysicians  would  have 
identified  the  same  link  procedures.  The  use  of  different  link  procedures 
could  result  in  a  different  common  scale  and  relative  values  for  the 
surveyed  procedures.  This  is  an  iirportant  concern  that  warrants  further 
analysis. 

Practice  Costs  and  Opportunity  Costs.  Practice  costs  r^resent 
approximately  45  percent  of  jiiysicians'  gross  revenues  and  clearly 
represent  a  significant  itput  into  physician  services.  Relative  values, 
and,  hence,  payments,  can  vary  substantially  based  on  the  choice  of 
allocation  method.  As  a  general  matter  of  economic  theory,  however,  there 
is  no  technically  correct  method  for  allocating  overhead  across  multiple 
products. 

In  the  context  of  the  Harvard  study,  there  are  two  issues  in  the  way 
practice  and  cpportunity  costs  are  handled:  the  functional  form  used  to 
combine  them  and  the  specific  way  practice  costs  are  measured  and 
allocated. 

Functional  Form.  The  Harvard  RBB[VS  assumes  that  the  resources  that 
conprise  the  relative  values  enter  the  function  raultiplicatively.  Ihere 
are  motivations  for  this  functional  form.  The  multiplicative  functional 
form  yields  a  one  dimension  RVS  that  results  in  relative  payments  that  are 
independent  of  the  conversion  factor.  Unfortunately,  the  multiplicative 
form  does  have  a  serious  limitation.  Because  the  functional  form  is 
multiplicative,  any  change  in  the  value  of  work  (i.e.,  the  first  ccsmponent 
of  the  formula)  will  change  practice  costs  attributed  to  the  service  in 
proportion  to  the  change  in  work.  This  assunption  iirplies  that  procedures 
that  involve  greater  amounts  of  physician  work  iiput  require  hi^er  levels 
of  other  irpats,  as  well.  Ihus,  in  this  formula  practice  cost  and  work 
are  not  independent. 

The  multiplicative  form  has  seme  other  limitations  that  are  related  to 
the  way  that  the  RPC  index  is  calculated.  This  index  for  a  specialty  is 
obtained,  in  part,  by  calculations  based  on  the  ratio  of  practice  costs  to 
gross  revenue  within  a  specialty  and  then  standardizing  that  result  by  the 
result  for  general  surgery.  This  approach  will  yield  biased  practice  cost 
ratios  and  Harvard  RBRVS  values  because  this  formula  does  not  reflect  the 
changes  in  gross  revenue  within  the  specialties  that  would  occur  after 
using  the  Harvard  RBF[VS  for  Medicare  payment  purposes. 
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As  a  way  of  illustration,  imagine  a  specialty  that  performs  only  one 
service,  and  imagine  further  that  payment  for  the  service  is  reduced.  If 
practice  costs  are  essentially  fixed,  then  the  practice  cost  factor  for 
the  specially  should  rise  as  gross  revenues  drc^.  The  Harvard  RBRVS 
value,  however,  is  based  on  the  Icwer  practice  cost  factor  that  existed 
before  using  the  Harvard  RERVS  for  payment  purposes.  Ihus,  not  only  does 
payment  daxsp  because  of  the  lower  work  values,  but  an  incorrect  RFC  is 
used,  thereby  further  reducing  the  Harvard  RBRVS.  The  overall  result  is 
to  overstate  the  practice  cost  factors  for  specialties  that  have  increased 
payments  under  the  Harvard  PEORVS-based  payment  system  and  to  understate 
the  practice  cost  ratios  for  those  that  have  decreased  payments.  If  lased 
for  a  payment  system,  this  would  iirply  redistributing  practice  costs 
across  specialties  and  will  tend  to  overstate  the  redistributions  across 
specialties  caused  by  the  Harvard  RBRVS. 

Ihe  Harvard  team  agrees  that  other  ways  of  incorporating  practice 
costs  are  possible  (Hsiao,  Braun,  Becker,  et  al.,  1988,  p. 636).  One 
alternative  is  to  enter  the  coirponents  of  the  RERVS  in  an  additive 
fashion.  Use  of  an  additive  model  divides  total  payment  for  a  service 
into  payment  for  work  (or  work  multiplied  by  the  c^portunit^  cost  factor) 
and  payment  for  practice  costs.  Such  a  model  allows  the  coirponents  of  the 
relative  values  to  affect  the  final  values  independently,  instead  of 
interactively.  Thus,  if  practice  costs  are  assumed  to  be  fixed,  and  the 
dollar  amount  is  determined  to  be  appropriate,  they  can  be  separated  from 
the  relative  work  values  and  allocated  independently.  B^  separating 
payments  into  separate  ccarponents,  changes  in  payments  for  practice  costs 
and  changes  in  payments  for  piiysician  work  can  be  made  independently 
without  affecting  the  other  coitponents  of  the  scale. 

Clearly,  elimination  of  the  interaction  would  mate  i:?xiating  easier.  A 
serious  limitation  of  an  additive  model  is  that  it  is  predicated  xxpon 
appropriately  apportioning  payments  to  work  and  practice  costs.  An 
additive  model,  as  discussed  in  Chapter  4,  also  significantly  reduces  the 
redistribution  across  ^^ecialties  since  only  55  percent  of  the  fee  would 
be  adjusted.  A  number  of  additive  formulations  are  simulated  in 
Qiapter  4.  Clearly,  incorporating  relative  opportunity  costs  in  a 
multiplicative  fashion  has  the  same  problems  as  practice  costs. 

Measurement  and  Allocation  of  Practice  Costs.  In  addition  to  the 
iitplications  of  the  multiplicative  functional  form,  there  are  several 
other  problems  pertaining  to  the  measurement  and  allocation  of  practice 
costs: 

o   Some  procedures,  especially  those  that  have  technical  conponents 
and  those  carrying  high  malpractice  risk,  clearly  have  different 
overhead  from  others.  This  is  contrary  to  the  assunption  that 
practice  costs  are  proportional  to  work  on  a  specialty  rather 
than  procedure-specific  basis. 

o   Malpractice  raises  other  concerns.  Data  presented  in  the  Harvard 
final  report  (Table  84,  pp.  640-641)  obtained  from  the  1983  NORC 
Hiysicians'  Practice  Cost  and  Income  Survey  show  that  malpractice 
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ranges  from  a  low  of  1.9  percent  of  gross  revenue  for 
rtieumatology  to  a  hi^  of  11.3  percent  for  ctostetrics  and 
gynecology.  Althou^  this  was  not  the  sole  source  of  data  on 
malpractice  costs  that  were  used  by  the  Harvard  team,  it  does 
show  that  malpractice  costs  can  be  a  significant  factor.  Given 
the  significant  prqportion  of  gross  revenue  allocated  to 
malpractice  premiums,  special  attention  may  need  to  be  given  to 
this  area. 

o    Ihe  model  does  not  differentiate  practice  costs  according  to  site 
of  service.  For  example,  it  might  be  argued  that  malpractice 
costs  are  primarily  associated  with  procedures  performed  in 
hospitals. 

Allocation  of  practice  costs  is  an  area  of  concern.  It  appears  that  there 
is  no  one  theoretically  afpropriate  way  to  allocate  practice  costs  and 
that  choice  of  any  particular  method  may  be  someviAiat  arbitrary.  Clearly, 
alternative  methods  can  have  serious  inplications  for  the  relative  values 
for  the  procedures  in  question.  Additionally,  selection  of  a  particular 
method  to  define,  measure,  ard  allocate  practice  costs  could  ultimately 
inpact  fdiysician  behavior  and  practice  style.  The  model  proposed  by  the 
Harvard  team  allocates  practice  costs  according  to  work.  Additive  models 
can  separate  payment  amounts  into  payments  for  work  and  payments  for 
practice  costs,  but  the  allocation  issues  remain.  It  appears  that  a 
paradigm  for  allocation  will  have  to  be  responsive  to  policy  decisions. 

By  using  a  single  adjustment  figure  for  each  specialty,  different 
relative  values  for  different  specialties  performing  identical  services 
are  produced.  This  iirplies  that  two  specialties  performing  the  same  work 
will  be  paid  different  amounts  because  the  practice  cost  factors  differ. 
A  formula  that  allocates  practice  cost  differeiKies  to  the  services  that 
differ  appears  more  appropriate. 

Updating  Practice  Costs.  As  tiiey  are  measured  in  the  Harvard  RERVS, 
practice  costs  are  measured  relative  to  gross  income.  Since  the  Harvard 
RERVS  may  change  the  distribution  of  physicians'  income,  it  will  also  give 
the  appearance  of  altering  the  distribution  of  practice  costs  across 
specialties  v^en,  in  reality,  practice  costs  may  not  have  changed.  Ihis 
approach  will  give  misleading  results  about  the  change  in  practice  costs 
over  time.  Further  work  needs  to  be  done  to  determine  how  practice  costs 
should  be  ij^xiated. 

Specialty  Differentials.   Whether  there  should  be  specialty  differentials 
is  an  iitportant  issue  for  the  Medicare  program.  A  part  of  this  issue  is 
v^ether  different  specialties  are  actually  providing  equivalent  work  vdien 
they  use  the  same  CPT-4  codes  and  report  equal  work.  For  example,  the 
Harvard  RERVS  may  yield  the  same  relative  work  value  for  a  specialist  and 
a  nonspecialist.  Whether  equal  payments  are  appropriate  is  unclear.  The 
ultimate  decision  might  be  influenced  by  v^ether  the  services  are  likely 
to  be  equally  beneficial  to  the  patient. 
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Whether  Medicare  should  pay  for  the  c^portunity  cx3Sts  of  training  is 
part  of  this  issue.  Arguments  can  be  made  on  both  sides  of  the  issue.  It 
could  be  argued  that  Medicare  should  not  pay  more  than  is  ajprcpriate  for 
the  least  cost  or  most  efficient  ^)ecicilty.  On  the  other  hand,  failure  to 
coaoopensate  for  opportunity  cost  could  discourage  training  in  specialties 
with  lengthy  residency  requirements. 

The  issue  of  specialty  differentials  raises  another  issue  for  Medicare 
payment.  The  present  system  allows  self -designation  of  specialties.  If 
there  are  different  payments  across  specialties,  j^ysicians  will  have  an 
incentive  to  identify  themselves  as  members  of  the  hi^er  paying 
specialties. 

Extrapolation .  Given  resource  constraints,  it  was  not  possible  to  survey 
vignettes  for  all  CPr-4  codes.  Extrapolation  (and  the  visit  and  consult 
methodology)  increased  the  total  number  of  unique  codes  with  relative  work 
values  to  approximately  1,200  and  the  number  of  codes  including  modifiers 
to  approximately  1,400.  Surveyed  codes  account  for  more  than  30  percent 
of  allowed  charges  for  the  included  specialties.  The  extrapolated  codes 
account  for  more  than  20  percent  and  the  visit  code  methodology  accounts 
for  more  than  35  percent. 

The  extrapolation  methodology  is  predicated  on  the  assuitption  that 
charges  accurately  reflect  differences  in  work  within  small  families. 
Extrapolation  within  families  is  based  on  the  assuitption  that  differences 
in  charges  within  families  reflect  the  relative  differences  in  work.  To 
the  extent  that  there  are  procedures  that  are  mispriced  within  families 
relative  to  other  family  members,  the  extrapolation  technique  has  its 
limitations.  The  Harvard  team  performed  some  sensitivity  analyses  on 
families  that  included  more  than  one  surveyed  procedure.  They  found  that 
the  relative  values  differed  by  approximately  10  percent  depending  on  the 
choice  of  the  benchmark  procedure  in  one  family,  and  nearly  50  percent  in 
another.  The  typical  variation  within  a  family  is  unknown,  but  may  be 
large. 

Work  by  others  (Mitchell  et  al.,  1988)  supports  the  underlying 
assuitption  of  the  extrapolation  methodology  that  charges  vary 
systematically  with  physician  effort  involved.  This  work,  however,  also 
identified  the  presence  of  procedures  that  were  mispriced  in  terms  of 
physician  effort.  For  exaitple,  Mitchell  found  that  total  hip  replacements 
were  overpriced  v^ile  secondary  hip  revisions  were  appropriately  priced. 

The  Harvard  team  ran  into  trouble  using  national  average  charges:  some 
of  the  relative  charges  were  unexpected  and  even  perverse.  For  example, 
the  Harvard  team  found  that  the  average  charge  for  a  six  vessel  coronary 
artery  bypass  graft  (CABG)  is  lower  than  the  average  charges  for  a  three 
vessel  or  four  vessel  CABG  (Hsiao,  Braun,  Becker  et  al.,  1988,  p.  605). 
Since  the  three  vessel  CABG  was  the  benchmark  for  CABG  extrapolations,  the 
resulting  relative  value  for  the  six  vessel  CABG  was  unreasonable .  The 
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prc±>lams  that  can  exist  in  attertpting  to  extrapolate  from  charge  data  are 
well  kncwn.  While  to  scanne  extent  they  reflect  prcblems  with  the  cJata,  to 
a  large  extent,  they  also  reflect  prdalems  in  the  way  that  the  data  were 
ertployed  by  the  Harvard  team.  Thus,  although  scroe  of  these  problems  can 
be  solved  with  more  careful  data  analysis,  the  results  illustrate  the 
sensitivity  and  risks  of  the  extrapolation  technique. 

The  Harvard  researchers  have  acknowledged  these  limitations.  For 
exairple,  althou^  the  study  reported  values  for  radiology  procedures,  they 
are  identified  as  "unresolved."  In  addition,  extrapolated  values  have  not 
been  generated  for  anesthesia  procedures.  Finally,  there  are  seme 
procedures  that  are  not  members  of  a  family.  For  these,  extrapolation  is 
hi^ily  problematic.  To  date,  no  general  solution  to  these  problems  has 
been  prc^xDsed. 

Global  Fees.  Global  fees  are  fees,  generally  surgical,  that  include 
services  from  soame  time  before  the  procedure  itself  is  performed  until 
seme  time  afterward.  For  instance,  most  surgical  procedures,  for  the 
purpose  of  billing,  include  the  operation,  per  se,  and  the  normal, 
uncoitplicated  follow-i:^)  care.  A  glcbal  fee  usually  ccatprises  these 
various  coirponents.  Surgeons  almost  universally  bill  global  fees  and 
Lfedicare  pays  global  fees  for  surgical  procedures.  These  glc±al  fees 
almost  always  include  a  period  after  discharge  althoui^  the  time  period 
included  in  a  gldbal  fee  payment  varies  across  carriers. 

Global  fees  pose  a  significant  problem  in  both  the  calculated  and 
extrapolated  Harvard  RBRVS  for  surgical  procedures.  The  Harvard  RERVS 
stucty  did  not  collect  information  on  work  for  globally  billed  surgical 
procedures  that  occurred  after  hospital  discharge.  Since  the  study  did 
not  include  post-discharge  work  in  the  calculation  of  relative  values  for 
surgical  procedures,  the  estimates  of  work  for  these  procedures  are 
undervalued  in  the  Harvard  RBRVS. 

If  the  Harvard  RBRVS  is  to  be  used  as  a  basis  for  a  fee  schedule,  it 
would  be  ijonperative  that  global  fees  be  defined  uniformly  across 
carriers.  As  with  visits,  it  is  clear  that  precise  relative  values  cannot 
be  ceattpited  for  operation  codes  as  now  used  because  the  contents  of  these 
codes  vary  from  carrier  to  carrier.  Clearly,  conforming  the  Harvard  RH?!VS 
to  a  uniform  global  fee  definition  will  be  conplex  and  should  be  done 
carefully  if  an  RERVS  is  adopted. 

If  gldoal   fee  packages  are  defined  uniformly,  assignment  of  relative 
values  may  be  less  of  a  problem  since  the  number  of  packages  that  would 
have  to  be  defined  would  be  less  than  is  currently  the  case.  The  Harvard 
team  has  proposed  that  the  relative  value  for  a  number  of  office  visits 
could  be  used  to  generate  a  glctoal  fee  under  the  Harvard  RERVS.  This 
apparently  strai^tforward  solution  is  not  without  its  limitations. 
Determining  the  appropriate  level  and  frequerKiy  of  visits  may  be 
difficult,  resulting  in  inappropriate  estimates.  In  addition,  if  it  is 
not  done  for  all  glctoal  fees,  gap  filling  methods  may  be  necessary.   The 
present  inconsistency  of  definition  among  Medicare  carriers,  however, 
makes  resolution  to  the  global  fee  problem  difficult. 
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Professional  versus  Technical  Components.  Most  radiology  and  anatomic 
pathology  procedures,  and  some  diagnostic  procedures,  have  botii  a 
technical  and  professional  ccatponent.  Medicare  pays  for  both,  but  in 
different  ways.  This  may  have  nade  the  assigning  of  CPT  codes  to 
vignettes  more  difficult  for  radiology.  For  radiology  and  patliology 
procedures,  a  modifier  to  the  code  is  used  to  designate  its  professional 
corponent.  For  diagnostic  tests,  separate  codes  are  often  used  to 
differentiate  between  the  professional  and  technical  canoponents  and  the 
gldbal  procedure. 

For  physician  pathology  services,  some  carriers  have  separate  screens 
for  gldDal  services  and  for  professional  only  services.  Other  carriers 
have  only  one  set  of  screens  on  the  premise  that  physician  pathology 
services  are  nearly  all  professional  services  and  the  technical  ccstponent 
is  negligible. 

A  number  of  questions  arise  with  respect  to  the  way  the  Harvard  REKVS 
study  treated  the  differentiation  between  these  two  types  of  work  in 
radiology.  Fiirst,  it  is  not  clear  v^ether  the  physiciars  responded  to  the 
survey  only  with  the  professional  corrponents  of  work  or  included  both 
technical  and  professional  corrponents.  While  at  the  beginning  of  the 
survey  instrument  the  fAiysician  respondents  were  instructed  to  r^xjrt  only 
their  cwn  work,  it  is  not  clear  that  this  instruction  was  consistently 
heeded.  The  professional  conponent  of  a  radiology  procedure  would  be 
"interpretation  only."  Even  if  the  procedure  is  performed  in  the 
physician's  office,  v^ere  the  physician  bills  for  the  technical  conponent, 
the  staff  generally  performs  the  technical  conponent.  If  p^iysicians  did 
not  respond  appropriately  and  included  the  total  work  of  all  persons 
involved  in  the  procedure,  then  systematic  biases  of  physician  work  would 
occur.  Some  survey  respondents  appear  to  have  incorrectly  provided  time 
estimates  for  both  ccarponents.  Thus,  there  is  some  belief  that  the 
prdDlem  may  also  exist  for  the  measurements  of  work. 

In  addition,  if  the  survey  data  on  services  that  involve  both 
professional  and  technical  corrponents  are  invalid,  then  extrapolations 
based  on  these  data  will  also  be  incorrect.  There  are  further  prctolems  in 
using  the  charge  data  for  extrapolation.  Coding  across  carriers  for 
radiological  procedures  is  not  uniform,  and  there  is  some  irdication  that 
the  modifier  for  the  professional  cortponent  is  underreported  on  the  Part  B 
Medicare  Annual  Data  System  (BMAD)  file.  HCFA  has  found  that  many 
carriers  do  not  code  the  professional  modifier  for  inpatient  radiology 
procedures  on  EMAD,  althou^  Medicare  pays  only  for  the  prof^^ional 
ccatponent  of  that  service.  This  would  result  in  a  low  relative  value  for 
the  total  radiological  procedure,  since  the  observed  relationships  between 
the  professional  and  total  charges  for  these  procedures  would  be 
iirplausibly  low. 

Payment  for  Anesthesia.  The  Harvard  team  did  not  generate  extrapolated 
values  for  anesthesia  services.  First,  the  Harvard  team  used  CPr-4  coding 
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for  anesthesiology  services,  but  in  the  data  that  it  lased,  HCFA  cxDded  and 
paid  for  these  procedures  usir^  a  modifier  to  surgical  codes.   To  ^3ply 
the  Harvard  RERVS  for  payment  purposes  in  a  budget  neutral  fashion  or  to 
deterniine  its  iitpact  on  anesthesia  payments  thus  requires  a  cross-walk 
from  the  Harvard  RERVS  values  to  the  CPr-4  values  so  that  the  frequencies 
of  the  CPr-4  codes  can  be  determined.  Second,  the  frequency  field  of  the 
BMAD  file  has  been  used  differently  by  the  various  carriers.  Thus,  they 
claim  that  it  is  very  difficult  to  determine  the  national  frequency  of 
anesthesia  procedures. 

In  reality,  it  would  have  been  possible  for  the  Harvard  team  to 
develcp  extrapolated  relative  values  for  anesthesia  codes.  First, 
cross-^walks  between  surgery  codes  to  anesthesia  codes  exist.  Second,  by 
using  the  EMAD  beneficiary  data,  it  would  have  been  possible  to  dotain 
frequencies  of  anesthesia  services.  Thus,  althou^  extrapolated 
anesthesia  relative  values  do  not  exist,  this  is  a  problem  that  can  be 
addressed. 

Payment  for  Pathology.  The  Harvard  study  generated  relative  values  for 
pathology  services.  A  number  of  these  pathology  services,  such  as 
urinalysis,  do  not  quali:^  for  Medicare  payment  as  0iysicians'  services. 
These  are  paid  by  Medicare  under  a  clinical  fee  schedule  because  they 
require  no  physician  work.  As  such,  they  should  not  be  included  in  the 
Harvard  RERVS  and  raise  questions  as  to  viiat  the  responses  mean  for  those 
services. 

Modifiers.  A  large  number  of  codes  can  have  modifiers  appended  to  them. 
In  all,  the  CPT-4  ODding  system  has  22  and  the  Medicare  system  has 
assigned  approximately  30  more  level  II  codes.  Scsne  of  the  modifiers  are 
descriptive  ^^tiile  others  are   for  payment  purposes.  Modifiers  that  are 
merely  descriptive  and  do  not  affect  payment  do  not  present  a  problem  for 
Medicare  or  the  Harvard  RERVS.   Other  CPr-4  modifiers,  such  as  assistants 
at  surgery,  concurrent  care,  bilateral  service,  and  unusual  services, 
present  problems.  The  Harvard  RERVS  study  has  atterrpted  to  deal  with  only 
one,  the  modifier  for  the  professional  coirponent  of  a  service.  It  is  not 
clear  that  the  extrapolation  technique  would  work  well  for  these  modified 
codes  because  of  the  joint  nature  of  service.  Because  some  modifiers  are 
used  for  payment  purposes  vdiile  others  are  only  descriptors,  it  is  very 
difficult  to  determine  the  dollar  amount  of  Medicare  services  that 
incorporate  payment  modifiers.  Nevertheless,  it  probably  is  not 
insignificant.  The  issue  of  modifiers  needs  further  stucty. 

Fitness  to  Rate.  Other  researchers  have  concluded  that  the  ability  of 
jAiysicians  to  give  valid  responses  to  surveys  is  cotrprcanised  if  the 
j^ysicians  do  not  perform  the  procedure  in  question.  In  their  stucfy  on 


^Prior  to  March  1,  1989,  HCFA  used  modifiers  to  surgery  codes  for 
anesthesia  coding.  After  that  date,  HCFA  used  CPT-4  anesthesia  codes. 
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overpriced  procedures,  Mitchell  et  al.  concluded  that  those  vdio  performed 
a  procedure  frequently  had  a  much  lower  rate  of  statistical  outliers  than 
those  v*io  performed  the  procedures  less  frequently.  The  Harvard  RBRVS 
stucty  did  not  query  the  jiiysicians  as  to  hew  frequently  they  performed  the 
surveyed  procedures. 

Validity  of  the  Harvard  RBRVS  Values.  There  has  been  relatively  little 
review  of  the  full  validity  of  the  Harvard  RBRVS  values.  There  have  been 
observations  that  scaoae  of  the  relative  values  within  the  specialties  are 
in^propriate.  But  aside  frcan  concerns  raised  by  the  specialty  societies, 
HCFA  is  aware  of  no  independent  atteirpts  by  independent  reviewers  to 
assess  the  validity  of  the  final  results. 

Nevertheless,  there  has  been  some  review  of  the  time  measurenvents 
obtained  by  the  Harvard  study  team.  In  performing  the  study  on  overpriced 
procedures  cited  above,  Mitchell  et  al.  collected  intraservice  times  on 
procedures  involved  in  their  study.  There  were  approximately  55  codes 
that  were  common  to  both  studies.  In  reviewing  these  codes,  Mitchell 
(1989)  found  that,  for  the  most  part,  the  times  are  remarkably  similar. 


ADmESSING  THE  ISSUES  AND  UMITATTONS  OF  THE  HARVARD  RBRVS 

Some  of  the  problems  identified  above  mi^t  be  corrected  in  a 
strai^tforward  fashion,  but  others  will  be  experisive  and  time  consuming. 
While  some  of  these  prc±)lems  mi^t  be  solved  by  the  Harvard  team,  others 
will  be  investigated  by  HCFA  and  other  organizations.  In  working  to 
resolve  the  shortcomings  of  the  Harvard  RERVS,  two  purposes  will  be 
satisfied.  First,  refinement  should  iirprove  the  usefulness  of  the  final 
scale.  Second,  the  sensitivity  of  the  results  to  these  refinements  can  be 
investigated.  The  success  of  efforts  to  resolve  the  problems  that  have 
been  identified  cannot  be  predicted  since  it  is  work  in  progress. 

Many  of  the  concerns  about  the  vignettes  might  be  resolved  by  more 
survey  work  and  greater  eirfdiasis  on  validity  testing.  In  the  second  fiiase 
of  the  study,  the  Harvard  team  will  resurvey  general  surgery,  orthcpedics, 
and  internal  medicine.  In  performing  these  resurveys,  by  including  more 
vignettes  specifically  relevant  to  the  Medicare  population  and  comparing 
results  to  vignettes  that  are  not  Medicare  specific,  they  should  be  able 
to  determine  if  the  vignettes  used  in  the  study  are  appropriate  for  the 
Medicare  population.  The  Harvard  team  may  organize  panels  of  f^ysicians 
to  rate  work  in  a  groip  process.  This  group  process  will  be  conducted 
parallel  to  the  survey  process  and  can  be  used  to  validate  the  survey 
data. 

Some  coding  problems  mi^t  be  corrected  by  defining  different  codes. 
PFRC  has  reccramended  that  the  coding  system  for  evaluation  and  management 
services  be  revised  so  that  time  is  used  in  the  definitions  of  levels  of 
service.  Nonetheless,  such  an  effort  would  have  to  be  coordinated  with 
HCFA's  efforts  to  update  the  payment  system  and  with  the  concerns  of  other 
parties  to  find  a  viable  approach  to  prc±)lems  with  the  coding  systan.  The 


3-13 


solution  that  the  Harvard  team  has  proposed  to  the  visit  code  problem  is 
under  consideration  by  the  AMA,  FPBC,   and  HCFA.  Clearly,  many  details 
need  to  be  resolved. 

Glctoal  fees  is  another  area  that  needs  substantial  work.  In  defining 
gl<±al  fee  packages,  it  is  iiiportant  that  broad  definitions  including  long 
lengths  of  time  after  discharge  be  used.  Further  study  is  necessary  to 
define  the  amount  of  work  involved  in  post-discharge  visits. 

Other  prc±>lems  such  as  technical  conponents  may  require  a  comnbination 
of  more  survey  work  and  definition. 

Problems  with  payment  for  anesthesiology  apparently  can  be  resolved. 
As  stated  earlier,  more  judicious  use  of  existing  data  may  be  the  best 
solution  to  the  prctolem.  As  an  alternative,  consideration  mi^t  be  given 
to  the  current  payment  for  anesthesioloy.  Medicare  currently  pays  for 
anesthesiology  services  using  a  relative  value  system  based  on  the  system 
developed  by  the  American  Society  of  Anesthesiologists  (ASA) .  One  qption 
for  payment  for  these  services  would  be  to  use  relative  values  develcped 
by  the  ASA  and  integrate  them  into  the  Harvard  RBRVS  by  a  consensus 
process.  Alternatively,  Medicare  mi^t  change  anesthesia  payments  to  an 
average  time  per  procedure  basis. 

Measurement  of  the  tsdinical  coitponents  of  procedures  is  an  area  that 
needs  greater  study.  The  American  College  of  Radiologists  (ACR)  has 
developed  relative  values  for  professional  cottponents  for  all  radiology 
procedures.  In  additional  to  using  its  fee  schedule  for  professional 
coitponents  of  radiological  procedures,  HCFA  obtained  global  relative  value 
recommendations  from  ACR.  A  possible  alternative  is  to  use  the  College's 
global  values  to  establish  technical  relative  values  for  radiological 
procedures.  Another  alternative  is  to  perform  studies  to  determine  the 
correct  relationship  between  professional  and  technical  coatrponents. 

Payment  for  professional  and  technical  components  for  jdiysician 
pathology  services  and  other  diagnostic  services  may  be  more  troublescane, 
but  not  as  important  in  the  overall  perspective  of  Medicare  financing, 
because  physician  pathology  services  involve  a  very  small  nim±)er  of  CPr-4 
codes,  currently  about  60.  Also,  in  situations  vdiere  the  pathology 
service  is  rendered  to  a  hospital  patient  by  a  hospital-based 
pathologist — about  75  percent  of  all  physician  pathology  services — the 
technical  cortponent  is  paid  to  the  facility  through  the  prospective 
payment  system  or  on  a  cost  basis.  When  the  service  is  performed  by  an 
independent  laboratory,  a  global  billing  is  paid  by  the  carrier.  Carriers 
do  not  maintain  screens  nor  pay  claims  for  technical  corrponent  billings 
for  physician  pathology  services.  A  short-run  solution  to  this  problem  is 
to  use  charges  to  extrapolate  relative  values,  as  Harvard  has  done.  One 
alternative  is  to  use  the  relative  value  scale  for  j^iysician  pathology 
services  that  was  developed  by  HCFA  and  integrate  it  into  the  Harvard 
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RBRVS.   Another  alternative  would  be  to  attenpt  to  perform  studies  to 
determine  the  correct  relationship  between  professional  and  technical 
ccatponents  in  this  area,  including  developing  a  separate  methodology  for 
these  services. 

Other  cptions  for  the  functional  form  are  being  considered  by  both 
HCFA  and  PEE^.  PP9C  has  proposed  that  an  additive  functional  form  be 
used,  v^ere  payment  is  separated  into  work  and  practice  cost  components. 
It  prcposed  further  that  the  opportunity  cost  factor  should  be  drc^ped 
from  the  formula.  Ihe  use  of  an  additive  model  is  one  alternative 
approach,  and  many  alternative  formulations  of  the  additive  model  are 
plausible. 

Functional  form  and  allocation  and  measurement  of  practice  costs  and 
i:5xiating  of  these  faotors  are  being  studied  by  HCFA.  PFRC  has  reccanmended 
that  the  prxDcess  used  to  develop  its  fee  schedule  should  be  used  for 
x;5x3ating  it  as  well.  Under  its  prc^xDsed  process,  Congress  would  set 
policy  regarding  updates  in  the  conversion  factor,  changes  in  relative 
values,  and  adjustments  to  the  schedule.  The  Commission  would  continue  to 
provide  the  Congress  with  necessary  data  for  i^jdate  decisions.  The 
desirability  of  paying  for  opportunity  costs  will  continue  to  be  debated, 
as  will  be  the  specialty  differentials. 

Extrapolation  is  another  area  that  requires  work  in  several 
directions.  A  partial  solution  toward  solving  the  problem  includes 
surveying  more  vignettes,  especially  those  with  hi^  Medicare  frequencies 
or  expenditures.  This  would  facilitate  a  shrinking  of  the  scope  of  the 
extrapolation.  Other  efforts  to  be  undertaken  by  the  Harvard  team  will 
include  investigating  alternative  methods  of  extrapolation.  Finally,  a 
greater  errfdiasis  on  validity  testing  of  the  extrapolated  results  will  be 
made  in  the  second  phase  of  the  study. 

The  Harvard  team  will  atterrpt  to  develop  new  methods  of  selecting 
cross-^jecialty  links  and  of  validating  the  cross-specialty  results.  Two 
new  methods  will  be  the  use  of  a  panel  coarposed  of  salaried  j*iysicians,  as 
well  as  double-boarded  specialists. 

Pre-  and  post-service  work  make  up  a  large  part  of  total  work,  and 
issues  related  to  this  area  of  research  were  previously  discussed.  The 
Harvard  team  proposes  to  atterrpt  to  investigate  different  methods  of 
measuring  pre-  and  post-service  time  and  work.  Methods  it  will  ejqjlore 


^This  relative  value  scale  is  based  i^xsn  1987  EMAD  submitted 
charges.  The  scale  does  not  differentiate  between  professional  and  global 
cosntponents  of  0iysician  pathology  services.  For  a  more  coarplete 
discussion  of  ^lysician  pathology  issues,  see  the  Secretary's  r^x)rt  to 
Congress,  entitled  "A  Relative  Value  Scale  for  Riysician  Pathology 
Services."  This  report  is  currently  in  Departmental  clearance. 
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include  use  of  j^ysician  logs,  surveys,  and  consensus  by  expert  panels. 
In  addition,  greater  validity  checks  will  be  done  in  this  area. 

The  second  phase  of  the  study  will  examine  the  reliability  and 
validity  of  work  values  provided  by  panels  of  physicians  meeting 
face-to-face  as  exposed  to  tel^iione  surveys.  If  the  results  of  the 
surveys  and  panels  are  similar,  then  updating  may  be  easier  than  feared. 

The  pr(±)lems  of  modifiers  may  be  resolved  with  greater  data 
collection.  The  Harvard  team  is  investigating  the  possibility  of 
addressing  the  issue  of  assistants  at  surgery  in  the  next  0iase  of  the 
study.  Other  modifiers  will  require  detailed  analysis,  as  well.  In  the 
short-run,  there  are  two  possible  solutions.  In  the  r^»rt  to  Congress 
entitled  "National  Fee  Schedule  Ittplementation"  that  has  been  cited 
earlier,  the  Department  has  reccramended  that  many  of  the  current  payment 
rules  should  be  used  to  calculate  relative  values.  For  exairple,  under  the 
current  charge  policy,  the  reasonable  charge  of  the  assistant  at  surgery 
may  not  exceed  20  percent  of  the  prevailing  charge  for  the  surgical 
procedure.  Similar  rules  exist  for  multiple  and  bilateral  surgery.  A 
less  satisfactory  solution  is  to  use  the  current  extrapolated  values.  The 
problem  with  local  codes  should  disappear  as  carriers  convert  more 
universally  to  the  HCFA  Common  Procedure  Coding  System. 

At  present,  the  Harvard  REKVS  covers  only  69  percent  of  allowed 
charges  for  the  cxfvered  specialties.  As  noted  in  Chapter  2,  v*ien  the 
Harvard  RBBVS  is  ccjtpleted,  it  is  expected  that  95  percent  of  Medicare 
charges  will  be  covered.  If  the  Harvard  REKVS  is  to  be  used  as  a  basis 
for  a  Medicare  fAiysician  payment  system,  priDvisions  for  payment  must  be 
made  for  codes  that  do  not  have  relative  values.  There  are  three  feasible 
solutions  to  this  problem.  One  option  is  to  pay  for  these  procedures  on  a 
reasonable  charge  basis.  A  second  option  is  to  have  the  carriers  create 
their  own  local  relative  values.  A  third  option  is  to  determine  claims  on 
a  case-by  case  basis.  In  any  event,  the  problem  can  and  should  be  solved 
before  the  Harvard  RBRVS  can  be  used  as  a  basis  for  a  fee  schedule. 

In  conclusion,  the  Harvard  RBRVS  developed  by  the  Harvard  team  is  an 
iirportant,  professional,  and  ambitious  effort.  Nevertheless, 
methodological  issues  remain.  Decisions  on  hew  the  Harvard  RBRVS  would  be 
used  by  Medicare  hinge  on  its  technical  validity  and  on  the  ittplications 
of  its  use  for  providers,  beneficiaries,  and  the  Medicare  program.  These 
latter  issues  are  the  subject  of  the  following  chapter. 
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Qiapter  4 

ANMiYSIS  OF  THE  IMPACT  OF  USING  AN  RVS  FOR  MEDICARE  PAYMENT 

This  chapter  examines  the  economic  iropact  of  losing  an  RVS-based  fee 
schedule  to  determine  Medicare  payments,  focusing  on  an  RERVS  and  a 
charge-based  RVS.  The  chapter  describes: 

1.  the  design  issues  involved  in  simulating  a  payment  system  based 
on  an  RVS  and  an  e3q)lanation  of  the  cptions  used  for  the 
simulation, 

2.  the  simulation  methods,  and 

3.  the  results  of  the  simulations. 

DESIGN  ISSUES  AND  OPITC^JS 

A  large  number  of  technical  issues  would  have  to  be  resolved  before  an 
RERVS-based  payment  system  could  be  iirplonented,  but  only  a  few  of  them 
must  be  resolved  in  order  to  perform  a  reasonably  accurate  simulation  of 
the  iirpact  of  such  a  system  on  providers  and  beneficiaries.  The  nine 
irrportant  issues  are: 

1.  Should  the  system  be  iitplemented  in  a  "budget-neutral"  way  or 
should  conversion  factors  be  used  that  would  ensure  budget 
savings? 

2.  What  kind  of  model  (e.g.,  additive  or  multiplicative)  should  be 
used  to  convert  estimated  work  and  practice  costs  into  an  allowed 
charge? 

3.  Hew,  if  at  all,  should  the  system  adjust  payments  to  reflect 
appropriate  differences  in  cost  of  practice  among  geograjdiic 
areas? 

4.  What  redistributions  of  allowed  charges,  if  any,  are  acceptable 
among  geographic  areas? 

5.  What  redistributions  of  allowed  charges,  if  any,  are  acceptable 
among  specialties? 

6.  What  changes  in  volume  and  intensity  of  services  should  be 
expected  in  response  to  changes  in  allowed  charges? 

7.  What  rules,  if  any,  will  be  applied  to  balance  billing  and 
assignment? 

8.  Will  the  fee  determined  by  the  RVS  be  paid  in  all  cases,  or  will 
the  allowed  charge  be  limited  to  the  f^ysician's  actual  or 
customary  charge? 
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9.   Hew  will  assignment  and  participation  rates  change? 

Different  payment  systems  based  on  an  RVS  can  have  very  different 
iirpacts,  ranging  frcm  major  redistribution  of  payments  among  specialties 
and  geographic  areas  to  no  redistribution  at  all.  Designing  a  national 
payment  system  based  on  an  RVS  requires  ej^licitly  deciding  v^ether  to 
preserve  or  change  irtportant  features  of  the  current  CPR  system.  We  have 
already  noted  that  those  interested  in  eliminating  the  perceived  allowed 
charge  iitibalance  between  cognitive  and  invasive  services  look  to  the 
iirplementation  of  an  RBE?VS  to  achieve  this  goal.  In  addition,  many  would 
like  to  use  iirplementation  of  an  RERVS  to  increase  payments  to  rural 
physicians.  For  this  reason  we  have  simulated  a  variety  of  payment 
systems  with  widely  varying  redistributional  effects. 

1.  Conversion  Factor.  As  already  noted,  a  monetary  conversion  factor  must 
be  used  to  convert  the  relative  values  in  an  RVS  into  dollar  payment 
amounts.  The  strai^tforward  way  to  determine  a  conversion  factor  for 
Medicare  payments  that  would  be  "budget  neutral"  —  that  is,  neither 
increase  nor  decrease  Medicare  outlays  cortpared  to  v*iat  would  have  been 
expected  without  an  RERVS  —  is  to  calculate  the  conversion  factor  for  an 
index  year.  The  ccarputational  procedure  is  to  divide  the  total  number  of 
dollars  spent  by  Medicare  for  physician  services  during  the  year  by  the 
total  number  of  RVUs  assigned  to  those  services  by  the  RVS,  taking  into 
account  any  assumed  j^ysician  and  beneficiary  behavioral  responses.  The 
conversion  factor  can  also  be  set  to  attain  budget  savings.  All  of  the 
simulations  reported  in  this  chapter  are  based  on  a  conversion  factor  that 
is  budget  neutral  for  the  nation. 

2.  FuTKtional  Form.  Concerns  about  the  multiplicative  functional  form 
have  been  discussed  in  Chapter  3.  Thus,  the  simulations  primarily  use  an 
additive  model,  althou^  a  multiplicative  model  is  also  presented.  The 
additive  model  used  as  the  basis  for  the  HCFA  simulations  assumes  that  the 
payment  for  a  service  is  separable  into  two  cortponents:  a)  payment  for 
pdiysician's  wei^ted  work,  v*iich  we  define  as  work  multiplied  by  the 
opportunity  cost  factor,  and  b)  payment  for  overhead  costs. 

Determining  the  total  payment  for  a  procedure  under  this  additive  model 
involves  four  steps: 

a.   Two  separate  payment  pools  are  created  by  dividing  current 
Medicare  payments  for  a  year  into  a  portion  that  goes  for 
jAiysician's  wei^ted  work  and  a  portion  that  goes  for  overhead. 
Each  specialty  has  one  national  overhead  rate  v*iich  is  calculated 
frcm  HCFA's  Physician  Practice  Cost  and  Income  Survey.  The 
payment  pool  for  overhead  is  further  broken  down  into  pools  for 
each  specialty. 


1  ...  .  . 

For  the  purposes  of  this  discussion,  a  State  is  more  U2±)an  if  more 

of  its  population  resides  in  Metropolitan  Statistical  Areas. 
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b.  A  specialty-independent  cx)nversion  factor  for  fiiysician's 
wei^ted  work  is  determined  by  dividing  the  physician's  wei(^ted 
work  payment  pool  by  the  total  work  for  all  services  rendered  to 
Medicare  beneficiaries  during  the  year. 

c.  A  specialty-specific  conversion  factor  for  overhead  is  determined 
by  dividing  the  overhead  payment  pool  for  the  specialty  by  the 
total  work  for  all  Medicare  services  provided  by  the  specialty 
during  the  year.  Ihis  conversion  factor  rests  on  two 
assurrptions:  (1)  that  total  overhead  costs  for  a  specialty  are 
approximately  correct  and  appropriate  and  (2)  that  overhead  can 
be  allocated  in  proportion  to  jdiysician  work. 

d.  Total  payment  for  the  procedure  is  sum  of: 

—  the  fiiysician's  weighted  work  for  the  procedure  multiplied 
by  the  specialty-ind^)endent  work  conversion  factor,  and 

^-   the  physician's  work  for  the  procedure  multiplied  by  the 
specialty-specific  overhead  conversion  factor. 

Ihis  model  is  somev^iat  different  from  the  PPRC  additive  model.  The 
main  difference  is  the  way  that  the  PPRC  model  allocates  payments  for 
practice  costs  in  proportion  to  charges  viiile  the  HCFA  model  allocates 
these  payments  in  proportion  to  j^ysician  work. 

3.  Practice  Cost  Variations.  The  legislative  mandate  to  conduct  the  study 
on  RVSs  included  a  mandate  to  develop  and  assess  an  appropriate  index  that 
would  reflect  justifiable  differences  in  practice  costs  and  costs  of 
living  based  ipon  geograpiiic  location.  Such  an  index  is  called  a 
Geographic  Practice  Cost  Index  (GPCI)  .^  Ihe  REKVS  developed  at  Harvard 
is  siitply  a  set  of  national  relative  values,  and  the  Harvard  study  did  not 
address,  nor  did  it  intend  to  address,  v^ether  physician  payments  should 
vary  across  geogra^iic  areas  and  localities. 

Because  the  Harvard  RBRVS  (also  referred  to  as  the  multiplicative 
model  to  differentiate  it  from  the  additive  models)  is  based  on 
differences  in  the  relative  value  of  irputs,  some  of  vAiose  costs  vary  from 
one  geographic  area  to  another,  it  is  inportant  to  consider  how  payments 
should  reflect  these  differences.  A  number  of  indices  mi^t  be  used  to 
adjust  physician  payments  for  geographic  cost  of  practice  differences. 
Two  indices  will  be  used  in  the  simulations  of  the  multiplicative  models. 
Both  indices  use  the  same  measures  of  overhead  costs  such  as  the  cost  of 


For  a  description  of  the  motivation  and  construction  of  GPCIs  see 
i^pendix  C. 

4-3 


staff,  rent,  and  professional  liability  insurance.  The  indices  differ  in 
the  projQT  that  is  used  to  determine  the  value  of  the  jAiysician's  time  in 
the  geographic  area:  (1)  the  Professional  Index  uses  the  hourly  earnings 
of  other  professionals  with  at  least  5  years  of  college  and  (2)  the 
No-Variation  Index  treats  physician  time  as  having  the  same  value  in  all 
areas.  Ihe  indices  are  the  refined  indices  develcped  with  HCFA  funding  by 
the  Urban  Institute  and  the  Center  for  Health  Econcmics  Research  (CHER) 
(Zuckerman,  Welch,  and  Pope,  1989) . 

The  multiplicative  model,  as  simulated  by  HCFA,  is  simulated  with  and 
without  a  GPCI.  There  are  three  variations  of  the  HCFA  additive  model. 
They  are  differentiated  by  their  use  or  lack  of  use  of  the  GPCI.  The 
first  payment  model  does  not  include  a  GPCI.  The  second  model  applies  a 
third  GPCI,  the  overhead  GPCI,  to  the  overhead  ccnponent.   The  third 
model  applies  an  index  based  on  the  physician's  cwn  time  to  the  wei^ted 
work  ccffrponent  of  the  additive  model  and  applies  the  overhead  GPCI  of  the 
GPCI  to  the  overhead  cost  ccstnponent  of  the  additive  model.  As  in  the 
professional  GPCI,  the  proxy  for  physician's  time  is  the  inccme  of  other 
professionals . 

4.  Geographic  Redistributions.  Conversion  factors,  in  addition  to  being 
national  in  scope,  can  be  specific  to  individual  States  or  localities. 
Such  conversion  factors  can  be  calculated  so  as  to  maintain  the  current 
geogra^iic  distribution  of  payments  and  to  avoid  reallocation  of  payments 
between  States  or  between  localities.  We  present  only  limited  simulations 
of  this  strategy,  because  some  of  the  results  are  essentially  trivial  (if 
a  locality  specific  conversion  factor  is  lased,  no  State  or  locality  either 
gains  or  loses,  so  all  geograpdiic  redistributions  are  zero) . 
Nevertheless,  this  strategy  represents  one  option  for  irtplementing  an  RVS 
because  locality-specific  conversion  factors  would  minimize  the  geograjAiic 
redistributions . 

5.  Specialty  Redistributions.  Conversion  factors  can  also  be 
specialty-specific.  Such  conversion  factors  can  be  calculated  so  as  to 
maintain  the  current  distribution  of  Medicare  payments  among  specialties. 
While  this  strategy  might  be  undesirable  if  the  goal  of  the  RVS  is  to 
alter  relative  incomes  of  specialties,  it  could  have  certain  advantages: 

1.   It  would  change  incentives  for  individual  pdiysicians  so  as  to 
encourage  evaluation  and  management  rather  than  technical 
services. 


nJnless  otherwise  noted,  v^en  a  GPCI  is  used  in  a  multiplicative 
model,  the  refined  professional  index  will  be  used. 

The  overhead  GPCI  is  an  index  of  the  variation  in  overhead  costs 
among  localities.  Unlike  the  two  indices  described  above,  it  does  not 
include  a  ccatponent  for  the  value  of  physician's  time. 
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2.  It  mi^t  reduce  imdesirable  provider  responses  because  total 
revenue  for  the  specialty  would  be  unaltered.  Thus,  most 
physicians  would  not  e5q)erience  major  revenue  losses  and  might 
have  less  incentive  to  increase  services  in  order  to  reocxap 
losses. 

3.  Specialty-specific  conversion  factors  mi^t  be  useful  as  part  of 
a  pAiase-in  strategy  or  as  a  permanent  strategy  to  attenuate^ 
without  eliminating,  redistributions  among  specialties. 

We  present  only  limited  simulations  of  this  strategy^  because  no 
^)ecialty  either  gains  or  loses,  so  all  specialty  redistributions  are 
zero,  at  least  at  the  national  level.  This  strategy  is  an  alteimative  to 
the  redistributions  among  specialties  that  are  laid  out  in  other 
simulations. 

6.  Effects  of  Chancfincf  Prices  on  Volume  and  Access.  Analysts  are  divided 
on  the  effect  of  changing  prices  on  the  volume  of  services  that  physicians 
will  sujply.  This  debate  has  been  both  theoretical  and  enpirical  and 
focuses  significantly  on  the  issue  of  v^ether  physicians  are  able  to 
induce  demand  for  their  services  v*ien  faced  with  changing  prices,  and  on 
vAiether  physicians  seek  or  can  attain  a  target  inccanne.  There  is  soanne 
eropirical  evidence  that  suggests  that  physicians  provide  more  services 
v4ien  payments  are  reduced,  although  from  a  theoretical  point  of  view,  the 
results  are  ambiguous.  When  j^ysicians  are  faced  with  a  price  cut,  there 
are  at  least  two  coirpeting  effects.  Under  the  conventional  econcanic 
theory,  the  fiiysician  will  want  to  perform  f&tf&r  of  these  less  profitable 
services  and  substitute  more  profitable  services.  On  the  other  hand,  in 
order  to  attain  the  target  income  level,  the  physician  may  satisfy 
existing  demand  at  the  lower  price  or  induce  demand  for  the  Icwer  priced 
services,  or  induce  demand  for  the  hi^er  priced  procedures. 

Another  school  of  thou^t  argues  that  physicians  are  unable  to  induce 
demand.  Further  ccatplicating  the  issue,  physicians  may  respond  to  either 
increases  or  decreases  in  prices  by  spending  more  time  at  leisure 
activities.  Greater  discussion  of  the  general  issue  of  jAiysician  response 
to  changes  in  payment  levels  are  presented  in  the  Report  to  Congress 
entitled  "Growth  in  the  Volume  and  Intensity  of  Physician  Services:  Issues 
and  Options." 

Because  of  the  ambiguity  regarding  behavioral  response  to  payment 
changes,  we  have  provided  one  simulation  (Table  4.2)  that  shows  the  effect 
of  different  responses  on  the  redistribution  of  payments  across 
specialties.  In  the  interest  of  ccmpact  presentation,  we  have  not 
calculated  separate  versions  of  each  simulation  for  each  possible  level  of 
behavioral  response.  All  simulations  that  do  not  specifically  mention 
behavioral  response  are  calculated  on  the  assuiiption  that  no  response 
occurs. 
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HCFA's  Office  of  the  Actuary  (QACT)  often  performs  similations  under 
the  assumption  that  rou^ily  half  of  the  expected  budget  gains  attributable 
to  policy  changes  will  not  be  realized.  One  way  to  operationalize  the 
QACr  model  is  to  assume  that  providers  will  increase  volume  so  as  to 
recoi^)  50  percent  of  their  net  loss  in  revenue.  Ihis  approach  assumes 
that  there  is  no  change  in  volume  if  there  is  a  net  increase  in  Medicare 
revenues.  In  other  words,  a  specialty  that  gains  ijnder  an  RVS-based 
payment  system  will  not  increase  total  Medicare  revenues  by  providing  more 
of  the  services  for  \\*iich  payments  have  increased. 

7.  Balance  Billincf  and  Assignment.  The  econcmic  iirpact  of  an  RVS  on 
beneficiaries  depends  on  the  iiipact  on  physician  assignment  and 
participation  rates,  the  redistributive  effects  by  specialty,  locality, 
and  type  of  service,  and  how  much  physicians  are  allowed  to  bill  beyond 
the  payments  made  by  Medicare.  If  physicians  are  allowed  to  bill  Medicare 
beneficiaries  more  than  the  amount  allowed  under  the  RVS-based  payments, 
then  any  reduction  in  Medicare  payments  mi^t  be  passed  on  to  the 
beneficiary  as  out-of-pocket  liability;  this  liability  accrues  to  the 
beneficiary  if  the  pAiysician  does  not  accept  assignment.  Predicting  how 
pAiysicians  will  respond  to  changes  in  payments  is  difficult,  but  a  growing 
bocfy  of  evidence  indicates  that  physician  "participation"  rates  (that  is, 
the  percent  of  physicians  enrolled  in  the  Medicare  Participating  Physician 
Program,  under  vdiich  a  physician  agrees  in  advance  to  accept  assignment 
for  all  Medicare  bills)  vary  in  direct  proportion  to  payments.  For 
example,  Mitchell,  Rosenbach,  and  Cromwell  (1988)  found  that  a  10  percent 
increase  in  Medicare  payments  increased  average  participation  rates  by 
9.5  perx^ent.  The  possible  effect  of  changes  in  payment  amounts  on  the 
assignment  rates  is  not  incorporated  into  the  beneficiary  liability 
simulations. 

8.  Actual  Allowed  Charcres.  Some  debate  surrounds  vdiether  Medicare  allowed 
charge  should  be  the  full  amount  determined  from  a  RVS-based  fee  schedule 
or  should  be  limited  to  the  physician's  actual  charge  or  the  physician's 
customary  charge.  The  former  option  would  increase  program  outlays  v^iile 
the  latter  would  be  soneviiat  more  cortplex  to  administer.  The  simulations 
in  this  chapter  assume  that  the  Medicare  allowed  charge  would  be  the  fee 
schedule  amount  for  all  services.  This  assuiiption  is  far  sirrpler  to 
simulate  because  it  does  not  require  estimates  of  how  fast  physicians 
would  raise  their  charges  to  the  fee  schedule  amounts;  the  assuirption  does 
not  represent  a  policy  choice. 

SIMULATION  PE^XEDURES 

This  report  simulates  impact  by  ccaiparing  the  payments  from  Jfedicare's 
current  CPR  system  with  the  paymients  determined  by  the  RVS-based  paymvent 
system. 

Fhase-In.  All  simulations  describe  a  fully-implemented  system;  there  are 
no  simiulations  of  a  phase-in. 
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Data.  The  data  files  used  are  the  1987  Part  B  Medicare  Annual  Data 
(EMAD) .  Ihe  EMAD  system  has  four  major  cxxtponents:  a  pixjcedure  file 
containing  aggregated  data  on  each  procedure  for  each  specialty  and 
locality,  v^ch  allows  aggregated  analyses;  a  provider  file,  containing 
all  bills  for  a  5  percent  random  sairple  of  providers,  vdiich  allows 
analysis  of  the  iirpact  of  a  change  on  total  revenues  for  providers^;  a 
beneficiary  file  that  contains  all  bills  for  a  5  percent  random  sairple  of 
beneficiaries,  vAiich  allows  estimation  of  changes  in  beneficiary 
liability;  and  a  prevailing  charge  file.  All  allowed  charges  were  L^dated 
to  1988  by  the  use  of  the  Maiicare  Econcmic  Irdex  (MEI)  and  of  the  allowed 
charge  reductions  for  overpriced  procedures,  viiich  were  made  on  the  basis 
of  the  1988  prevailing  charge  file.  The  frequencies,  however,  are  those 
for  1987. 

The  procedure  file  contains  summaries  pr^>ared  by  the  individual 
carriers.  In  1986,  several  carriers  made  errors  or  used  inconsistent 
methods  in  pr^)aring  the  summaries.  Errors  of  vdiich  HCFA  was  aware  were 
corrected  in  the  1987  file,  but  other  errors  may  remain,  producing  unknown 
bias.  Because  the  procedure  file  contains  data  on  all  payments,  there  is 
no  saitpling  error  even  vdien  (as  occurs  in  Table  4.6)  allowed  charges   of 
only  a  few  thousand  dollars  are  reported  for  an  observation.  Nor  is 
sanpling  error  es^jected  to  be  large  in  simulations  from  the  beneficiary 
file,  vAiich  are  conducted  only  at  the  national  level  with  data  for  almost 
one  million  beneficiaries.  Saitpling  error  can  be  a  prdDlem,  however,  with 
State-level  analyses  from  the  provider  file  and  is  discussed  vdien  these 
simulations  are  presented. 

Work  Estimates.  HCFA's  simulations  of  the  multiplicative  and  additive 
models  use  the  final  Harvard  work  estimates  of  December  1988.^ 

Uhsurveyed  Specialties  and  Codes.  The  RERVS  stucfy  included  18  of  the  40 
specialties  that  HCFA  identifies,  and  the  study  created  relative  values 
for  procedures  that  account  for  67  percent  of  Medicare  payments  for 
physician  services.  For  simulation  purposes,  payments  for  the  unsurveyed 
specialties  and  services  could  be  estimated  by  extrapolating  values  for 
the  missing  services  based  upon  current  payments.  Such  extrapolation 
poses,  however,  substantial  risk  of  bias  and  random  error;  for  this 


^Technically,  the  provider  file  counts  neither  the  number  of 
physicians  nor  the  number  of  0iysician  practices  since  there  is  variation 
among  carriers  as  to  v*iat  is  measured  by  the  provider  identifications. 
Thus,  it  is  possible  that  a  pAiysician  may  be  a  part  of  a  number  of 
provider  organizations  and  a  provider  number  may,  conversely,  include  more 
than  one  ^lysician. 

°The  final  Harvard  work  and  RBRVS  values  are  available  on  data  tape 
thrcfu^  the  National  Technical  Information  Service.  The  accession  number 
is  PB-89164404. 
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reason,  the  HCFA  siiroilation  models  exclude  specialties  and  codes  that 
Harvard  neither  surveyed  nor  extrapolated.  Consequently,  for  the  purpose 
of  simulation,  the  total  Medicare  Part  B  outlays  are  the  sum  of  the 
outlays  for  all  procedures  and  specialties  covered  in  the  study. 

Certain  surveyed  specialties  have  been  canitted  from  some  or  all  of  the 
tables;  other  should  be  used  with  caution: 

o   Allergy  is  omitted  because  of  widespread  inconsistencies  in 
carrier  reports  of  volume  of  services. 

o    Pediatrics  is  omitted  frcan  the  tables  because  the  volume  of 

services  is  very  low  and  represents  an  insignificant  part  of  most 
pediatric  practices. 

o    Psychiatry  is  emitted  from  the  tables  because  surveyed  codes 
r^resent  less  than  a  third  of  Medicaire  payments  to 
psychiatrists.  (This  ^jecialty  is  being  resurveyed.) 

o    Radiology  is  included,  but  simulation  results  should  be 

interpreted  with  caution  because  of  the  technical  problems  in  the 
Harvard  study  that  are  described  in  Chapter  3. 

Visit  Codes.  The  Harvard  study  proposed  adding  the  length  of  the  encounter 
to  the  definitions  of  HCFA  Common  Procedure  Coding  System  (HCPCS)  visit 
and  consult  codes.  Thus,  an  office  visit  for  medical  services  for  a  new 
patient  would  be  defined  as  brief  if  its  scheduled  tiine  was  10  minutes. 
Unfortunately,  Medicare  data  do  not  have  information  about  length  of 
visits  because  the  current  coding  system  is  not  based  on  visit  length. 
The  simulation  assumes  that  the  frequencies  for  visits  coded  under  the  new 
definitions  will  be  the  same  as  the  frequencies  coded  under  current  CPr-4 
definitions;  there  is  no  evidence  to  support  this  assumption,  and  the 
resulting  biases  are  unknown. 

Global  Fees.  The  RBRVS  methodology  defines  the  work  of  a  surgical  service 
as  including  only  those  post-operative  visits  occurring  before  hospital 
discharge.  This  definition  is  inconsistent  with  the  definitions  now  used 
by  Medicare,  v^ch  generally  include  post-operative  visits  until  a  certain 
period  after  operation,  with  the  period  varying  frcm  carrier  to  carrier 
and  from  procedure  to  procedure.  This  difference  results  in  greater 
simulated  transfers  of  payments  from  surgeons  to  other  physicians  than 
would  probably  occur  in  actual  irtplementation  of  an  RBRVS.  The  magnitude 
of  this  bias  is  unknown. 


^HCFA's  Bureau  of  Quality  Control  (BQC)  has  been  stuctying  global  fee 
packages  for  several  irtportant  procedures.  Physician  consultant  defined 
and  staff  recommended  packages  were  cortpleted  for  four  main  surgeries: 
transurethral  prostatectorry,  hip  replacement,  hernia  repair,  and  pacemaker 
iiiplantation.  BQC  has  also  developed  extensive  charge  data  dealing  with 
cataracts  and  CABGs. 
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Anesthesia.  For  reasons  described  in  Chapter  3,  these  services  were 
omitted  from  the  simulation.  Althout^  this  specialty  is  not  included  in 
the  simulations  that  show  irrpacts  on  providers  and  beneficiaries,  a 
methodology  was  devised  by  HCFA  to  determine  payment  amounts  for  a  limited 
number  of  anesthesia  codes  under  the  HCFA  additive  iroiel  (see  2^pendix  E) . 

General  Practitioners.  Although  general  practitioners  were  not  surveyed, 
they  have  been  groi:53ed  with  family  practitioners  for  certain  simulations. 

Assistants  at  Surcrery.  The  Harvard  team  did  rKst  atteropt  to  estimate  RERVS 
values  for  assistants  at  surgery.  This  type  of  service  was  therefore 
omitted  from  the  simulation. 

Other  Modifiers.  To  the  extent  that  HCPCS  codes  with  modifiers  wei:^ 
included  in  the  surveyed  or  extrapolated  values,  they  were  included  in  the 
simulation.  Other  codes  with  modifiers  were  caodtted  from  the  simulation. 

SIMUIATION  RESLFIirS 

Table  4.1  shows  the  percentage  change  in  Medicare  physician  payment  by 
specialty  for  various  RVS-based  payment  models;  all  coiparisons  are  with 
CER  payments  under  current  rules.  The  RVS-based  payment  simulation  models 
shown  in  this  table  include  the  following: 

1)  The  Harvard  RERVS  as  simulated  by  the  Harvard  team  in  Septeaiiber 
1988  (see  Hsiao  et  al..  New  England  Journal  of  Medicine.  September 
1988) .  This  model  is  based  on  data  from  the  1986  EMAD  procedure  file 
with  no  adjustment  for  MET  changes  or  reductions  for  overpriced 
procedures.  It  uses  the  early  Harvard  estimates  of  work  for 
evaluation  and  management  services. 

2)  The  multiplicative  model  as  simulated  by  the  AMA  in  November  1988 
(see  AMA  Center  for  Health  Policy  Research,  1988) .  This  model  is  also 
based  on  data  from  the  1986  EMAD  procedure  file  with  no  adjustment  for 
practice  costs  and  uses  the  early  estimates  of  work  for  evaluation  and 
management  services.  This  model  uses  values  extrapolated  by  AMA  for 
those  specialties  and  services  that  were  not  included  in  the  Harvard 
stucty. 

3)  The  multiplicative  model  as  simulated  by  HCFA  using  the  1986  EMAD 
procedure  file.  To  enhance  conparability  with  Harvard  and  AMA 
simulations,  payments  under  CPR  have  not  been  adjusted  to  reflect 
recent  regulatory  and  legislative  changes  since  1986.  Such  changes 
are  included  in  all  other  HCFA  siinulations.  This  simulation  differs 
from  Harvard's  and  AMA's  in  using  the  December  1988  work  values  and 
from  AMA's  in  using  only  those  codes  assigned  values  by  Harvard. 
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4)  The  multiplicative  model  as  simulated  by  HCFA  using  1988  Medicare 
allowed  charges  estimated  frcsm  the  1987  EMAD  procedure  file. 

5)  Model  (4)  adjusted  by  the  GPCI  (Professional)  index. 

6)  Model  (4)  with  adjustment  for  a  projected  increase  in  volume  by 
fiiysicians  v*iose  Ifedicare  revenues  decrease.  The  simulation  assumes 
that  the  increase  in  volume  would  offset  50  percent  of  the  decrease  in 
revenues. 

7)  The  multiplicative  model  as  simulated  xmder  the  assunption  of 
budget  neutrality  in  each  locality. 

8)  The  PERC  additive  model.  This  model  is  additive  in  that  payments 
for  work  and  overhead  costs  are  separated.  Opportunity  costs  are  not 
incliided  in  the  specification.  It  is  similar,  but  not  identical  to 
the  HCFA  additive  formulation  that  was  described  earlier. 

9)  The  HCFA  additive  model  simulated  with  no  GPCI  adjustment. 

10)  The  HCFA  additive  model  simulated  with  the  GPCI  applied  only  to 
overhead. 

11)  The  HCFA  additive  model  simulated  with  the  GPCI  applied  to  both 
overhead  and  wei(^ted  j^iysician  work  conponents. 

12)  A  charge-based  RVS  with  a  GPCI  and  no  payment  differentials  across 
specialties.  In  contrast  to  the  other  simulations  presented  in  this 
table,  this  simulation  was  performed  using  the  1986  provider  file  and 
was  based  on  476  hi^  volume,  hi^  total  dollar  codes. 

Effects  on  Specialties.  All  simulations  of  the  multiplicative  models 
yield  fairly  similar  results.  Specialties  such  as  family  practice  and 
internal  medicine  have  substantial  increases  in  Medicare  payments  v^le 
specialties  such  as  ophthalmology,  radiology,  and  thoracic  surgery  have 
substantial  decreases  in  payments,  ^proximately  half  of  the  ^jecialties 
would  gain  or  lose  less  than  10  percent  of  Medicare  payments.  Only 
otolaryngology  and  dermatology  results  are  inconsistent  across 
simulations;  the  HCFA  simulations  show  otolaryngology  to  be  a  relatively 
large  net  gainer,  and  dermatology  to  usually  be  a  small  gainer.  While  the 
Harvard  and  AMA  simulations  show  both  to  be  losing  revenues,  all  HCFA 
simulations  are  cxsnsistent  with  the  PPRC  and  charge-based  simulations. 
Sli^t  differences  are  not  surprising  given  different  values  for  visit 
codes  and  data  assuitptions. 


%his  simulation  was  carried  out  by  CHER  under  cooperative  agreement 
17-C-98999/1-03 . 
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In  ccarrparing  the  five  HCFA  simulations  of  the  multiplicative  model,  it 
is  clear  that  updating  the  CFR  payment  data  to  1988,  iirposing  a  GPCI,  and 
losing  locality-specific  conversion  factors  have  little  effect  on  the 
redistribution  of  Medicare  payments  across  specialties.  Althou^  we  shall 
shew  later  that  some  of  these  options  have  large  effects  on 
redistributions  across  geographic  areas,  these  effects  largely  average  out 
at  the  specialty  level  becaijse  specialists  are  located  in  many  geograpAiic 
areas.  The  exception  is  family  practice,  v^iich  is  so  concentrated  in 
rural  areas  that  the  effects  on  individual  physicians  do  not  average  out. 

The  HCFA  simulation  of  the  multiplicative  model  that  incorporates 
behavioral  re^xDnse  shows  smaller  redistributions  than  any  other 
multiplicative  model.  This  occurs  because  losing  specialties  are  assumed 
to  recot^)  half  of  their  losses  throu^  increased  volimve;  this  increased 
volume  requires  a  decreased  conversion  factor  to  maintain  budget 
neutrality,  v*iich  reduces  payments  per  service  to  all  physicians  and 
decreases  the  net  increased  payments  to  winning  specialties.  In  effect, 
such  a  behavioral  response  would  transfer  payments  back  from  winners  to 
losers.  The  smaller  redistribution  does  not  iirply,  however,  that  allowed 
charges  have  changed  by  a  smaller  amount  than  in  the  simulation  with  no 
behavioral  response. 

All  the  additive  model  simulations  show  that  separating  payments  for 
overhead  costs  frcsn  payments  for  work  would  substantially  reduce  the 
redistributions  of  payments  across  specialties.  This  occurs  because 
additive  models  effectively  exclude  the  payments  that  go  for  overhead 
costs  frcm  the  redistributive  process  among  specialities.  Nevertheless, 
the  winning  and  losing  specialties  remain  the  same,  and  the  relative 
magnitudes  of  their  losses  and  gains  remain  almost  unchanged. 

The  final  simulation  presented  in  Table  4.1  is  a  charge-based  RVS. 
Since  payments  are  based,  to  a  large  extent,  on  the  payments  under  CFR, 
the  redistributions  are  generally  much  smaller  than  those  that  would  be 
found  \jnder  any  of  the  multiplicative  or  additive  models.  Only 
dermatology  and  family  practice  would  show  substantial  gains  under  this 
simulation;  no  specialty  would  lose  more  than  4  percent. 

Alternative  behavioral  assumptions.  Table  4.2  shows  the  percent  change  in 
Medicare  payments  by  specialty  under  various  behavioral  responses  assuming 
budget  neutrality  for  the  multiplicative  model  with  no  GPCI  adjustment. 
It  is  the  position  of  the  Department  that  the  50  percent  behavioral 
response  is  most  likely.  This  table  is  a  generalization  of  the  HCFA 
simulation  of  the  multiplicative  model  that  showed  that  redistributions 
among  specialties  would  decrease  if  physicians  responded  to  payment 
decreases  by  increasing  the  volume  or  intensicy  of  services.  This  table 
shows  that  as  the  behavioral  response  increases,  the  redistributions 
decrease  dramatically. 
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Effects  on  States  and  Localities.  Table  4.3  illustrates  the  effect  of 
various  models  on  Medicare  payments  by  State,  compared  to  payments  under 
CFR.  Uiis  table  includes  the  multiplicative  model,  with  and  without  a 
GPCI,  and  the  three  HCFA  additive  models.  Large  redistributions  occur 
under  the  multiplicative  model  with  no  GPCI,  ranging  frcro  a  41  percent 
increase  in  payments  to  Mississippi  physicians  to  a  27  percent  decrease  in 
Alaska.  If  payment  levels  are  adjusted  for  piBctice  costs  using  the  GPCI 
based  on  earnings  of  other  professionals,  the  decrease  in  Alaska  is 
reduced  to  3  percent  and  the  increase  in  Mississippi  is  reduced  to  19 
percent.  The  amount  of  redistribution  is  generally  smaller  v*ien  this  GPCI 
is  used  with  the  multiplicative  model,  but  it  is  larger  in  a  few  States. 
As  the  results  shew,  v^ether  a  State  gains  or  loses  with  the  introduction 
of  a  GPCI  is  not  necessarily  determined  by  vAiether  it  is  urban  or 
rural  .  Coirpared  to  payments  at  a  single  national  rate  (no  GPCI) ,  rural 
States  generally  do  worse  with  a  GPCI  and  urban  States  generally  do 
better,  although  neither  is  universally  true.   Coirpared  to  CFR,  however, 
a  payment  system  with  a  GPCI  disadvantages  some  rural  areas  and  advantages 
some  urban  areas.  The  effect  is  related  to  vAiether  the  area's  approved 
charges  are  higher  than  the  result  of  applying  a  GPCI  to  national  approved 
charges. 

The  HCFA  additive  models  yield  geographic  iirpacts  similar  to  the 
conparable  multiplicative  models.  Under  the  HCFA  additive  model  with  no 
GPCI,  the  State  with  the  largest  gain  is  again  Mississippi  (38  percent) , 
and  Alaska  is  still  the  biggest  loser  (-28  percent) .  When  the  GPCI  is 
added  to  both  cortponents  of  the  HCFA  additive  model,  redistributions  are 
almost  identical  to  those  found  in  the  multiplicative  model  with  a  GPCI. 
Again,  these  changes  can  be  substantial.  When  a  GPCI  is  iirposed  on  only 
the  overhead  corrponent  in  the  HCFA  additive  model,  the  magnitude  of  change 
is  generally  roughly  halfway  between  the  model  with  no  GPCI  and  the  model 
with  the  GPCI  iirposed  on  on  both  ccatponents.  Again,  there  are  exceptions 
to  this  pattern. 

Because  additive  and  multiplicative  models  have  such  different  effects 
on  redistribution  of  payments  among  specialties,  the  similarity  of  their 
redistributive  effects  on  States  and  localities,  with  or  without  a  GPCI, 
may  be  surprising.  Ihe  esqjlanation  is  that  an  RERVS  causes 
redistributions  both  because  it  changes  relative  values  of  procedures  and 
because  it  replaces  CPR's  geographic  variation  in  average  payment  levels 
with  a  uniformly  determined  system.  The  change  in  relative  values  of 
procedures  accounts  for  most  of  the  redistribution  among  specialties  and 
the  change  in  geographic  variation  accounts  for  most  of  the  redistribution 
among  States  and  localities.  The  additive  model  sharply  reduces 
reallocations  among  specialties,  but  the  additive  and  multiplicative 


^For  the  purposes  of  this  discussion,  a  State  is  more  urban  if  more 
of  its  population  resides  in  Metropolitan  Statistical  Areas. 
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models  have  similar  effects  on  geographic  variation  because  most  of  the 
redistribution  seen  under  either  system  is  the  result  of  reducing  the 
variation  that  occurs  under  CFR.  Consequently,  at  a  geographic  level,  the 
multiplicative  and  additive  models  resemble  each  other  more  than  they 
resemble  the  current  CFR  payment  system.  The  modest  difference  in 
geograj^c  iitpact  of  the  two  systems  is  largely  attributable  to  different 
geografiiic  distribution  of  different  specialties. 

Table  4.4  shews  the  percent  change  in  Medicare  payments  by  loccilitY 
for  variations  of  the  multiplicative  model  and  shows  that  the 
redistributions  can  be  large  and  vary  greatly  by  localities.  Using  a  GPCI 
almost  always  decreases  the  magnitude  of  the  loss  for  the  loceilities  with 
the  largest  percent  loss  in  Medicare  payments  and  generally  reduces  the 
gain  for  roost  of  the  biggest  gainers.  Table  4.4  shews  that  urban 
localities  often  have  large  losses  if  the  GPCI  is  not  used,  althou^  this 
is  not  always  the  case.  For  exaitple,  Detroit  and  Chicago  ej^^erience  no 
change  in  Medicare  payments  without  a  GPCI,  but  gain  vAien  a  GPCI  is 
eitployed.  The  general  pattern  of  urban  losses  reflects  both  higher 
practice  costs  in  urban  areas  and  a  greater  concentration  of  specialties 
such  as  ophthalmology  and  radiology,  that  tend  to  have  large  losses.  The 
GPCI  often  moderates  these  losses.  For  some  localities,  such  as  the 
New  York  City  suburbs,  the  GPCI  changes  the  losses  into  gains. 

Table  4.4  also  shews  that  the  redistributive  effects  can  be  sensitive 
to  the  way  in  v^ch  cost  of  the  0iysician's  time  is  treated.  For  exairple, 
vdien  professional  inccane  (see  i^pendix  B)  is  used  as  a  proxy  for  the  cost 
of  jdiysician's  own  time  (professional  GPCI) ,  Manhattan,  New  York,  loses 
25  percent  of  its  Medicare  payments  and  loses  almost  32  percent  with  a 
GPCI  that  assumes  no  adjustment  for  variation  in  the  physician's  ewn  time 
(no  variation  GPCI) .  The  table  shews  that  redistributions  are  e^jecially 
sensitive  to  choice  of  GPCI  in  some  other  localities;  for  exairple, 
redistributions  vary  from  -3  percent  to  20  percent  in  Alaska.  Although 
such  a  result  is  not  presented,  an  additive  model  would  be  similarly 
sensitive  to  choice  of  GPCI. 

The  last  column  of  the  table  shows  the  redistributions  v^en  there  are 
specialty-specific  conversion  factors,  an  approach  that  protects 
specialties  from  losing  or  gaining.  Localities  would  ejqjerience 
redistributions  almost  as  large  under  this  approach  as  under  payment 
methods  in  \f\*iich  specialties  were  not  protected;  this  finding  underlines 
the  relatively  small  role  of  redistribution  among  specialties  in 
redistributing  payments  among  localities. 

Impact  of  different  practice  cost  adjustments  by  locality.  Table  4.5  shews 
percent  change  in  Medicare  payments  by  locality  for  the  three  variations 
of  the  HCFA  additive  model  vAien  coitpared  to  the  current  payments.  Under 
the  HCFA  additive  model  with  no  GPCI,  Manhattan  loses  the  most, 
-39  percent,  v^ile  rural  Nebraska  would  gain  67  percent.  Again,  the 
redistributions  that  would  result  from  the  HCFA  additive  model  with  no 
GPCI  are  quite  similar  to  the  redistributions  that  would  result  from  the 
HCFA  simulation  of  the  multiplicative  model  with  no  GPCI.  Inposing  a  GPCI 
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on  overfiead  costs  in  the  HCFA  additive  model  tends  to  sli^tly  reduce  the 
redistributions.  For  exaitple,  for  Las  Vegas,  the  size  of  the  decrease 
shrinks  from  24  percent  to  21  peircent;  for  Manhattan,  it  decreases  from 
39  percent  to  29  percent.  For  scsone  localities,  such  as  Cleveland, 
hcwever,  the  size  of  negative  redistribution  increases  from  7  to  9 
percent.  For  winners,  as  well,  iitposing  a  GPCI  on  practice  costs  could 
have  positive  or  negative  effects,  althou^  much  more  frequently  it  had  a 
negative  effect.  For  exaitple,  v^ereas  El  Paso  had  a  positive 
iredistribution  (2  percent)  without  a  GPCI,  it  had  a  negative 
redistribution  with  a  GPCI  on  overhead  (-6  percent) .  Conversely,  Rockford 
had  a  larger  positive  redistribution  with  a  GPCI  on  overhead  (6  percent 
versus  9  percent) . 

^]plying  a  GPCI  to  both  cotrponents  of  the  HCFA  additive  model  yields 
results  that  are  quite  similar  to  the  simulation  of  the  multiplicative 
model.  Again,  the  results  that  are  ctotained  for  this  additive  model 
usually  show  less  of  a  redistributive  effect  relative  to  the  current 
payment  system  than  the  model  that  applies  the  GPCI  only  to  the  overhead 
component  of  the  additive  model;  as  alreac^  noted,  these  results  are 
sensitive  to  the  choice  of  GPCI. 

State  variation  in  impacts  on  specialties.  Table  4.6  shows  the  iitpact  on 
specialties  by  State  with  three  geographic  adjustments  applied  to  the 
additive  model:  no  GPCI  (national  rates) ,  GPCI  on  the  overhead  conponent, 
and  GPCI  on  both  ccarponents.  Ihe  results  clearly  show  that  there  would  be 
great  variation  in  gains  or  losses  of  a  specialty  depending  upon  State. 
For  exairple,  internists  gain  27  percent  in  Alabama  under  the  no  GPCI  model 
but  gain  only  3  percent  in  New  York. 

Variations  in  impact  within  specialties.  Table  4.7  shows,  for  various 
models  and  for  each  specialty,  (1)  the  percent  of  Medicare  allowed  charges 
distributed  to  providers  with  different  changes  in  Medicare  allowed 
charges,  and  (2)  the  percent  of  providers  with  different  changes  in 
Medicare  payments. 

Tables  4.7al  and  4.7a2  show  the  effects  under  a  payment  system  based 
on  the  multiplicative  model  with  a  GPCI  adjustment.  Consistent  with 
earlier  tables,  family  practice  (76  percent)  and  internal  medicine 
(45  percent)  have  the  largest  proportion  of  their  allowed  charges 
distributed  to  providers  that  have  the  largest  gain  in  allowed  charges. 
Very  few  allowed  charges  would  go  to  providers  v*io  lose  more  than  10 
percent.  Conversely,  op^ithalmology  (74  percent) ,  radiology  (70  percent) , 
and  thoracic  surgery  (88  percent)  would  have  the  overv^elming  majority  of 
allowed  charges  paid  to  providers  that  lose  more  than  30  percent  of 
Lfedicare  allowed  charges. 

Table  4.7a2  shows  the  distribution  of  winning  and  losing  providers 
within  each  specialty  under  the  multiplicative  model  with  a  GPCI 
adjustment  and  illustrates  that  different  providers  in  the  same  specialty 
would  experience  very  different  changes  of  allowed  charges.  Consistent 
with  earlier  tables,  family  practice  (75  percent)  and  internal  medicine 
(45  percent)  have  the  largest  prcportion  of  providers  that  gain  over 
30  percent  in  Medicare  revenues.  However,  a  significant  number  of 
providers  in  each  specicilty  would  lose  Medicare  revenue,  and  some  would 
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lose  significantly.  By  definition,  the  providers  that  would  lose  must  be 
either  hi^ily  dependent  on  technical  procedures  or  must  be  located  in 
areas  with  current  Medicare  payments  substantially  above  vAiat  would  be 
determined  using  a  GPCI.  Conversely,  radiology  (58  percent) ,  thoracic 
surgery  (88  percent) ,  and  c^thalmology  (67  percent)  have  the  largest 
proportion  of  providers  that  lose  over  30  percent,  and  very  few  providers 
in  any  of  these  specialties  gain  revenue.  The  results  in  Tables  4.7al  and 
4.7ci2  are  similar  but  not  identical.  If  all  providers  had  the  same  volume 
of  allowed  charges  under  the  current  system,  the  results  would  be 
identical.    Table  4.7  also  illustrates  that  individual  pixfviders  may 
e35)erience  large  gains  or  losses  even  thoui^  the  specialty,  as  a  v*iole, 
may  have  little  change  in  Medicare  revenue.  For  exaitple.  Table  4.1  shows 
that  urology  would  esqjerience  almost  no  change  under  the  multiplicative 
model  with  a  GPCI.  Nevertheless,  Table  4.7al  shows  that  29  percent  of 
allowed  charges  would  go  to  providers  that  lose  10  to  30  percent  and 
Table  4.7a2  shows  that  27  percent  of  urology  providers  would  lose  10  to 
30  percent  of  Medicare  revenue.  This  occurs  both  because  urology  allowed 
charges  are  distributed  among  providers  and  because  providers  themselves 
are  distributed  among  localities  that  would  gain  or  lose  and  because 
providers  have  different  mixes  of  gaining  and  losing  procedures. 

Tables  4.7a-d  show  the  heterogeneous  effects  within  specialties  of  a 
number  of  payment  models.  Generally,  applying  a  GPCI  reduces  both  the 
amount  of  allowed  charges  that  go  to  providers  that  have  the  largest 
change,  and  the  number  of  prx3viders  with  both  large  gains  and  losses  ■ — 
that  is,  a  GPCI  reduces  extreme  effects,  inlying  a  GPCI  to  both  overhead 
and  the  physician's  wei^ted  work  ccanoponents  of  the  additive  model  reduces 
extreme  effects  more  than  applying  a  GPCI  to  overhead  alone. 

Coannparing  Tables  4.7a  and  4.7d  also  shows  that,  for  almost  all 
specialties,  the  HCFA  additive  models  would  produce  less  redistribution 
among  providers  as  well  as  among  specialties  ccatpared  to  the 
multiplicative  model,  with  f^/er  providers  gaining  or  losing  more  than 
30  percent  of  Medicare  revenues  and  fewer  ffedicare  allowed  charges  going 
to  providers  that  gain  or  lose  large  amounts. 

Table  4.7el  presents  the  same  results  for  the  charge-based  RVS  with  a 
GPCI  and  no  specialty  differentials.  The  results  of  this  table  are 
consistent  with  Table  4.1,  viiich  shows  that  a  charge-based  payment  system 
would  produce  much  smaller  redistributions  across  specialties  than  either 
the  multiplicative  or  the  HCFA  additive  models.  This  is  so  because  a 
charge-based  RVS  system  would  result  in  payments  based  on  submitted 
charges,  v*iich  differ  only  modestly  from  CPR  payments.  Not  surprisingly, 
at  least  25  percent  of  allcwed  charges  in  each  specialty  would  go  to 
providers  v^o  experience  changes  in  allowed  charges  of  less  than 
10  percent. 

Variations  in  impact  on  providers  by  State.  Table  4.8  illustrates  the 
percent  of  allowed  charges  that  are  distributed  to  providers  that  gain  or 
lose  various  percents  by  State  for  various  payment  models.  It  also 
illustrates  the  percentage  of  providers  with  different  changes  in  Medicare 
allowed  charges  for  these  models.  Ihis  table  can  be  considered  to  be  a 
refinement  of  Table  4.3.  Unfortunately,  the  table  is  of  limited  validity 
for  States  with  a  smaller  nijmber  of  p*iysicians.  The  BMAD  provider  file, 
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from  vdiich  the  data  for  this  table  are  taken,  is  a  5  percent  file,  vdiidh 
contains  data  on  about  12,500  providers;  vdiile  this  is  an  average  of  about 
250  providers  per  State,  the  numbers  are  quite  small  for  some  States. 
Small  sample  sizes  can  adversely  affect  the  precision  of  the  estimates. 
For  example,  in  Icwa,  v^ere  there  are  102  providers  in  the  sample,  the 
simulation  indicates  that  59  percent  of  the  providers  would  gain  by  more 
than  30  percent.  We  can  have  a  confidence  level  of  95  percent  that 
between  50  percent  and  68  percent  all  providers  in  Iowa  would  have  that 
amount  of  gain.  If  there  were  400  providers  in  the  Icwa  sample,  the 
confidence  interval  would  be  54  peiicent  to  65  percent.  Confidence 
intervals  will  be  similar  in  other  States  with  similar  sample  size. 

For  simulations  of  distributions  of  Medicare  allowed  charges  rather 
than  the  number  of  providers,  the  confidence  intervals  would  be  wider  and 
may  vary  widely  among  States  with  similar  sample  size. 

Tables  4. Sal  and  4.8a2  show  the  distribution  of  increased  and 
decreased  Medicare  revenue,  by  State,  using  the  multiplicative  model  with 
a  GPCI.  Ihis  table  shews  that  althou^  the  percent  change  in  payments  may 
be  small  in  a  State,  individual  providers  may  experience  substantial 
changes.  Whether  a  provider  gains  or  loses  is  related  to  its  speciality 
and  practice  pattern  and  often  to  its  geographic  locality  within  the 
State.  Ihus,  among  the  large  States,  such  as  California,  New  York, 
Pennsylvania,  and  Texas,  there  is  a  wide  variation  in  percent 
redistribution  of  allowed  charges  among  providers.  This  is  not  an 
une3$)ected  result.  Since  this  table  includes  all  specialties,  and  there 
is  wide  variation  among  specialties,  wide  variation  both  within  and  among 
States  should  not  be  surprising. 

Table  4.8bl  and  Table  4.8b2  illustrate  the  effect  under  the  HCFA 
additive  model  with  no  GPCI.  Again,  they  show  that  the  amount  of  allowed 
charges  going  to  winning  or  losing  providers  and  the  percent  of  providers 
esqjeriencing  different  percent  changes  in  payments  does  not  necessarily 
mirror  the  net  gain  or  loss  within  the  State.  For  example,  Texas  showed 
almost  no  change  in  percent  payments,  and  New  York  showed  a  decrease  of 
over  13  percent,  they  had  ajproximately  the  same  number  of  providers  that 
showed  only  a  very  small  change  or  no  change  in  payments.  Tables  4.8c  and 
4.8d  shew,  respectively,  the  simulated  effects  of  the  HCFA  additive  model 
with  a  GPCI  on  practice  costs  and  with  a  GPCI  on  both  cortponents.  These 
results  can  be  ccaotpared  to  Table  4.8a,  vMch  also  has  a  GPCI  applied  to 
it;  Tables  4.8c  and  4.8d  are  rou^ily  similar  to  one  another  but  quite 
different  from  Table  4.8a,  suggesting  that  the  variation  in  irrpact  on 
providers  in  a  State  is  the  result  more  of  differences  among  specialties 
than  among  localities.  The  difference  between  the  maiLtiplicative  and 
additive  models  is  primarily  a  difference  in  irrpact  on  specialties,  v*iile 
the  difference  between  the  additive  model  with  a  GPCI  on  both  conponents 
and  the  additive  model  with  a  GPCI  on  only  the  overhead  corrponent  is 
primarily  a  difference  in  iitpact  on  geogra^iic  areas.  Therefore,  the 
similarity  between  Tables  4.8c  and  d  and  the  difference  from  Table  4.8a 
suggests  that  the  variability  of  ioopact  within  States  primarily  reflects 
interspecialty  diffei^nces. 
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9.  Impact  on  beneficiary  liability.  Table  4.9  shews  the  irrpact  of  various 
HCFA  additive  models  on  beneficiary  out-of-pocket  liability.  The  table 
presents  six  simulations  r^resenting  ccaiibinations  of  three  payment  models 

(additive,  no  GPCI;  additive,  GPCI  on  overhead;  additive,  GPCI  on  both 
ccattponents)  and  two  possible  rules  regai^ding  balance  billing  by  physicians 

(either  current  balance  billing  practices  are  maintained  or  balance 
billing  is  limited  to  120  percent  of  the  allowable  charge) .  In  these 
simulations  no  adjustment  in  the  maximum  actual  allowable  charge  (MAAC) 
has  been  presumed.  These  simulations  assume  that  the  volume  of  services 
does  not  change  and  that  jAiysicians  do  not  change  their  practices 
regarding  acc^tance  of  assignment.  The  two  rows  of  each  table  show  the 
percent  of  beneficiaries  v*io  fall  into  each  dollar  category  for  liability 
amount. 

Table  4.9A1  shews  the  effect  of  the  HCFA  additive  model  with  no  GPCI 
under  current  balance  billing  practices.  Under  this  model  the  percent  of 
beneficiaries  with  no  coinsurance  liability  decreases  frcm  22  to  18  v*iile 
the  percentage  with  coinsurance  between  $1  and  $250  rises  sli(^tly.  The 
percentage  with  coinsurance  liability  more  than  $1,000  does  not  change. 
The  percent  of  beneficiaries  with  lew  total  liability  does  not  cJiange  and 
the  percent  with  hi^  liability  rises  sli^tly.  The  change  is  only 

1  percentage  point,  but  each  percentage  point  r^resents  approximately 
250,000  beneficiaries. 

Table  4.9A2  shews  the  effect  of  the  HCFA  additive  model  with  no  GPCI 
and  with  a  120  percent  limit  on  balance  billing.  Coinsurance  liability  is 
the  same  as  in  Table  4.9A1,  but  balance  billing  liability  decreases, 
substantially  increasing  the  percent  of  beneficiaries  with  smaller 
coinsurance  and  total  out-of-pocket  liability.  For  example,  the  percent 
of  beneficiaries  with  greater  than  $1,000  in  total  out-of-pocket  liability 
is  5  percent  under  the  current  payment  system,  6  percent  under  the  HCFA 
additive  model  with  no  GPCI  and  no  change  in  balance  billing,  but  only 

2  percent  under  balance  billing  caps.  The  decreased  beneficiary  liability 
is  attributible  to  balance  billing  rules  and  not  to  the  fee  schedule 
itself. 

Tables  4.9B  and  4.9C  shew  similar  patterns.  The  distribution  of 
levels  of  out-of-pocket  liability  would  be  very  similar  in  the  three 
paymient  nxadels,  and  caps  on  balance  billing  would  decrease  out-of-pocket 
liability  by  simiilar  amKDunts  for  all  three  mKxiels.  It  is  important  to 
recognize  that  this  simulation  assumies  no  change  in  volume  and  no  decrease 
in  accqptance  of  assignment.  Because  fiiysicians  now  accept  assignment  on 
about  80  percent  of  bills,  the  impact  of  the  RERVS  on  balance  billing 
liability  is  tightly  constrained.  If  j*iysicians  accepted  assignmvent  less 
often  vAien  their  payments  were  decreased,  beneficiary  liability  mii^t  be 
substantially  hi^er. 

Finally,  it  is  important  to  realize  that  beneficiary  coinsurance  costs 
fall  in  areas  v*iere  allowed  charges  fall  but  that  balance  billing 
liability  rises  in  these  same  areas.  The  rise  in  balance  billing  is 
strongly  influenced  by  the  assignment  rate,  vAiich  varies  widely  among 
geographic  areas. 
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FKECING  OF  PROCEDURES 

Determining  v*iether  procedures  are  currently  overpriced  relative  to  a 
payment  system  based  on  RBRVS  requires  knowing  v*iat  the  conversion  factors 
would  be  under  the  REKVS,  and  this  requires  selecting  a  particular  payment 
model  from  all  those  described  above.  Table  4.10  shows  the  changes  in 
payments  for  selected  procedures  with  a  hi^  total  dollar  volume  that 
would  result  from  various  additive  models.  Charges  for  all  HCPCS  codes 
are  presented  in  T^pendix  D.  Charges  for  anesthesiology  procedures  aire 
presented  in  Appendix  E.  Ihe  code  that  accounts  for  most  Medicare 
payments  is  cataract  removal  (66984) .  Under  the  various  HCFA  additive 
models.  Medicare  allowed  charges  for  this  procedure  would  be  reduced 
cQmost  33  peixent.  Six  of  the  10  HCPCS  codes  accounting  for  most  payments 
are  visit  codes;  all  would  have  significant  increases  in  Medicare 
payments.  The  relative  frequency  of  these  various  services  in  a  specialty 
and  at  the  provider  level  strongly  influence  the  inpact  of  an  REEVS  on 
those  levels. 

CONCLUSION 

This  chapter  has  presented  simulations  of  a  number  of  different 
RVS-based  payment  systems  for  determining  payments  for  jAiysicians  under 
Medicare.  The  payment  models  that  have  been  included  in  the  simulation 
have  included  the  multiplicative  model  under  various  itrplementation 
strategies,  additive  modifications  of  the  Harvard  RERVS,  and  a 
charge-based  RVS. 

The  effects  of  an  KESSWS  vary  widely  according  to  v*dch  variation  and 
iitplementation  strategy  is  selected,  and  no  generalization  is  possible 
regarding  the  inpact  of  an  REBRVS  on  specialties,  geograjAiic  localities,  or 
beneficiaries.  Indeed  depending  on  the  choices  of  policies  and  goals,  a 
range  of  outcomes  are  possible.  For  exairple,  at  one  extreme, 
redistributions  among  specialties  could  be  substantial,  althou^ 
specialty-specific  conversion  factors  could  minimize  such  effects. 
Redistributions  among  geografiiic  areas  could  likewise  be  substantial, 
althou^  locality-specific  conversion  factors  could  likewise  minimize  that 
effect.  Althou^  beneficiary  liability  would  remain  relatively  unchanged, 
at  least  in  the  aggregate  if  assignment  rates  did  not  change,  liability 
mi^t  rise  if  assignment  rates  fell  or  fall  if  balance  billing  were 
constrained. 

Clearly,  the  inplications  of  any  payment  system  could  be  sensitive  to 
various  assuitptions  about  issues  such  as  vAiether  it  should  be  budget 
neutral,  how  physicians  would  respond,  both  in  terms  of  volume  and 
intensity  and  assignment,  and  how  beneficiaries  would  respond. 
Unfortunately,  as  with  all  predictive  modelling,  vdiile  forecasts  can  be 
made  on  the  basis  of  the  behavioral  assunptions,  the  accuracy  of  the 
assuitptions  can  never  be  completely  verified.  Thus,  by  iitplication,  the 
validity  of  the  results  of  the  simulations  are  conditional,  and  may  not  be 
oosopletely  accurate.  Given  the  available  data  and  the  current  literature 
on  econanic  behavior  in  response  to  changes  in  cillowed  charges,  these 
results  represent  the  most  accurate  and  detailed  forecasts  yet  presented 
on  this  tcpic. 
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TABLE  4.2 

PERCENT  CHANGE  IN  MEDICARE  ALLOWED  CHARGES,  BY  SPECIALTY, 
UNDER  VARIOUS  BEHAVIORIAL  RESPONSES  AT  THE  PROCEDURE  LEVEL, 

ASSUMING  BUDGET  NEUTRALITY, 
HCFA  MULTIPLICATIVE  MODEL,  NO  GPCI 


BEHAVIORIAL  CHANGE  ASSUMPTION 


No 

25% 

50% 

75% 

behaviorial 

offset 

offset 

offset 

offset 

Soecialtv 

(percent 

change  in 

allowed  charges) 

Dermatology 

2% 

0% 

-1%     -  2 

Fam./Gen.  Practice 

61 

52 

42        27 

General  Surg. 

-11 

-  9 

-  7       -  4 

Gynecology 

1 

1 

1         0 

Internal  Med. 

27 

22 

15         7 

Ophthalmology 

-37 

-30 

-22       -12 

Orthopedics 

2 

1 

1         1 

Otorhinolar. 

15 

12 

10         6 

Pathology 

-27 

-22 

-17       -10 

Radiology 

-36 

-30 

-22       -13 

Thoracic  Surg. 

-48 

-38 

-27       -15 

Urology 

-  1 

-  2 

-  3       -  2 

These  results  are  based  on  an  assumption  that  physicians 
receiving  a  reduced  payment  for  a  service  will  partially  (by 
the  indicated  assumed  percentage)  offset  the  loss  by  increasing 
volume/ intensity  of  the  service.   Excludes  allergy  and  rheumatology, 
anesthesiology,  oral  surgeons,  pediatrics,  and  psychiatry. 


Source:   HCFA,  Office  of  Research  and  Demonstrations. 
National  1988  estimates  based  on  1987  BMAD  Procedure 
file. 


Table  4.3 


Percent  Change  in  Medicare  Allowed  Charges  by  State  For  Various  RVS  Payment  Models 

Additive 


STATE 


US 


A  I abama 

A  I  aska 

Ar  i  zona 

Arkansas 

California 

Co  I orado 

Connec  t  i  cut 

Delaware 

D  i  s t .  of  Col umbi  a 

Florida 

Georgia 

H  a  w  a  i  i 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan 

Mf  nnesota 

Mi  s>  i  ss  i  ppi 

Missouri 

Montana 

Nebraska 

Nevada 

New  Hafflpsh  i  re 

New  Jersey 

New  Mex  i  co 

New  York 

North  Carolina 

North  Dakota 

Ohio 

Ok  I ahona 

Oregon 

Pennsy I vani  a 

Rhode  Island 

South  Carol { n« 

South  Dakota 

Tennessee 

Texas 

Utah 

Vcmont 

Virginia 

Wash  1 ngton 

West  Virginia 

Wi  sconsi  n 

Wyoal ng 


ALLOWED 

CHARGES 

( 000 , 000'  s  ) 

$1 1 ,987 

2U 

7 

184 

134 

1  ,422 

90 

150 

28 

141 

1,105 

294 

40 

31 

468 

218 

105 

87 

141 

215 

49 

137 

284 

453 

85 

112 

274 

34 

69 

49 

30 

407 

46 

1  ,135 

266 

38 

530 

UO 

112 

816 

60 

104 

35 

227 

701 

42 

18 

193 

207 

90 

164 

9 

WuitiplicatWe 
NO 
GPCI 


14 
27 
14 
17 
20 
21 
-4 

9 
14 
10 
12 
•  1  1 
20 
10 

8 
30 

5 
19 

5 
17 

3 
-4 

6 
13 
41 
16 

6 

25 

•24 

19 

0 

-2 

-15 

13 

3 

4 
10 

1 

6 

5 
18 
15 
IB 
•6 
17 
22 
25 
-3 
10 

n 

28 


WITH 

NO 

GPCI 

GPCI 

0 

0 

Percent 

13 

-3 

-28 

14 

-1  1 

•4 

15 

-7 

-19 

18 

21 

-2 

14 

9 

-13 

13 

-10 

-  2 

10 

-  7 

-11 

20 

19 

9 

8 

16 

28 

10 

5 

16 

-  1 

7 

-1 

20 

3 

-1 

4 

14 

38 

16 

8 

23 

-22 

20 

0 

-1 

-15 

13 

3 

3 

10 

2 

4 

8 

17 

16 

19 

"  I  5 

-3 

21 

21 

23 

-2 

9 

11 

23 

GPCI  on 
OVERHEAD 


7 
21 
10 
4 
12 
18 
1 
7 
-8 
1  1 
5 
-8 
16 
13 
2 
21 
0 
10 
4 
14 
4 
3 
9 
11 
28 
14 
3 
14 
-18 
18 
5 
-5 
-7 
4 
-3 
0 
3 
2 
4 
6 
7 
7 
9 
-10 
16 
15 
17 
-2 
3 
6 
18 


GPCI  on 
BOTH 


1 

-4 

1  1 

•6 

-6 

18 

4 

13 

3 

13 

-3 

-8 

7 

18 

-0 

14 

-9 

4 

1 

2 

9 

3 

17 

12 

17 

9 

-5 

4 

'  14 

9 

12 

-9 

-1 

-4 

•11 

-1 

-4 

•2 

4 

8 

0 

-5 

1 

•13 

14 

0 

10 

0 

-3 

U 


NOTES:  Data  Includes  only  specialties  and  procedures  valued  in  Harvard  RBRVS  Phase  I 
study.   Excludes  oral  surgeons,  allergy,  rheuMatology,  and  anesthesiology,  Puerto  Rico 
and  railroad  retlrata. 


SOURCES:   HCFA,  Office  of  Research  and  Deaons t rat i ons 
based  on  1987  BNAD  Procedure  file. 
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Table  4.7A1 


Distribution  of  Medicare  Allowed  Charges  for  Providers  Who  Gain  or  Lose, 
by  Specialty  for  HCFA  Multiplicative  Model,  with  GPd 


Specialty 

Sample 
Size 

<-30% 

1/ 
All  Physicians 

12,560 

30% 

Dermatology 
Fain/Gen  Practice 

317 
3,335 

3 

1 

General  Surgery 
Gynf=!rr)logy 
Int^.mal  Medicine 

1,163 
1,072 
2,904 

27 

11 

2 

Ophthalmology 
Ortho.  Surgery 
Otorhinolar. 

701 
665 
315 

74 

3 
1 

Pathology 
Radiology 
Thoracic  surgery 
Urology 

178 
609 
165 
368 

65 
70 
88 

1 

Percent  Loss  or  Gain  in  Allowed  Charges 
•jQ   -10%   -10%  to  +10%      10%  to  30%   >30% 


Percent  of  Alloved  Charges 
17%  16% 


23 

2 

36 

29 

5 

21 

28 

20 

19 

24 

8 

29 


14% 


23% 


42 

21 

11 

7 

18 

73 

21 

8 

8 

27 

16 

17 

18 

30 

45 

4 

1 

0 

42 

19 

8 

33 

23 

22 

7 

7 

2 

4 

1 

1 

2 

1 

1 

51 

17 

3 

1/ 

All  physicians  total  includes  pediatrics  and  psychiatry  (not  shewn) . 
and  rheumatology,  anesthesiology,  and  orcil  surgeons. 


Ibccludes  allergy 


NOTES:  New  payment  rates  are  set  budget  neajtral  to  current  payment  levels,  assuming  no 
behavioral  offsets.  Rows  may  not  sum  to  100  percent  due  to  rounding.  Providers  have 
been  weii^ted  by  total  allowed  charges.  Provider  sanple  size  may  affect  the  precision  of 
the  estimates  in  certain  lew  volume  specialties. 

SOURCE:  Health  Care  Financing  Administration,  Office  of  Research  and  Demonstrations. 
1988  estimates  based  on  19 B7  EKAD  provider  file. 


Table  4.7A2 


Distribution  of  Providers  Who  Gain  or- Lose  Medicare  Allowed  Charge 
by  Specialty  for  HCFA  Multiplicative  Model,  with  GPCC 


Specialty 


Sample 
Size 


Percent  lipss  or  Gain  in  Allowed  Charges 
<-30%  -30%  to  -10%   -10%  to  +10%      10%  to  30%   >30% 


1/ 


12,560 

317 

3,335 

1,163 

1,072 

2,904 

701 

665 

315 

178 

609 

165 

368 


12% 

4 
2 

17 
11 

5 
47 

3 

2 
51 
58 
67 

2 


Percent  of  Providers 
15%  18% 


16 
3 
31 
23 
5 
32 
20 
11 
23 
24 
15 
27 


17% 


38% 


All  Physicians 

Dermatology 
Fain/Gem  Practice 
General  Surgery 
Gynecology 
Internal  Medicine 
Ophthalmology 
Ortho.  Surgery 
Otorhinolar. 
Pathology 
Radiology 
Thoracic  surgery 
Urology 

1/ 

All  physicians  total  includes  pediatrics  and  psychiatry 
and  rheumatology,  anesthesiology,  and  oral  surgeons. 

NQIES:  New  payment  rates  are  set  budget  neutral  to  current  payment  levels,  assuming  no 
behavioral  offsets.  Rcws  may  not  sum  to  100  percent  due  to  rounding.  Provider  sairple 
size  may  affect  the  precision  of  the  estimates  in  certain  low  volume  specicilties. 

SC^JRCE:  Health  Care  Financing  Administration,  Office  of  Research  and  Demonstrations. 
1988  estimates  based  on  1987  H-IAD  provider  file. 


36 

24 

20 

7 

15 

73 

22 

12 

18 

23 

17 

26 

17 

29 

45 

9 

5 

7 

38 

21 

18 

32 

25 

29 

12 

8 

6 

9 

4 

5 

5 

5 

8 

43 

16 

12 

(not  shewn) . 

Excludes  a 

illerr 

Table  4.7B1 


Distribution  of  Medicare  Allcwed  Charges  for  Providers  Who  Gain  or  Lose 
by  Specialty  for  HCTA  Additive  hJodel,  No  GPCI 


Percent  Loss  or  Gain  in  Allowed  Charges 


Sanple 

SDecialtv 

Size 

<-30% 

-30 

to  - 

'10 

-10%  to  +10% 

10%  to 

30%  >30% 

Percent  of  Allowed  Charges 

1/ 

All  Fhysicians 

12,560 

16% 

28% 

24% 

16% 

16% 

Dermatology 

317 

13 

20 

35 

19 

12 

Fairv/Gen  Practice 

3,335 

2 

9 

19 

20 

49 

General  Surgery 

1,163 

20 

33 

24 

12 

11 

Gynecology 

1,072 

14 

26 

31 

14 

15 

Internal  Medicine 

2,904 

6 

12 

29 

27 

26 

C^thalnology 

701 

21 

53 

18 

7 

1 

Ortho.  Surgery 

665 

9 

25 

35 

23 

8 

Otorhinolar. 

315 

& 

23 

32 

18 

19 

Pathology 

178 

47 

28 

8 

10 

7 

Radiology 

609 

32 

40 

20 

5 

2 

Thoracic  surgery 

165 

55 

26 

12 

4 

3 

Urology 

368 

11 

22 

38 

19 

10 

1/ 

All  physicians  total  includes  pediatrics  and  psychiatry  (not  shewn) .  Excludes  sdlergy 
and  rheunatology,  anesthesiology,  and  oral  surgeons. 

NOTES:  New  payment  rates  are  set  budget  neutral  to  current  payment  levels,  eissuming  no 
behavioral  offsets.  Rcws  may  not  sum  to  100  percent  due  to  rounding.  Providers  have 
been  weighted  by  total  allowed  charges.  Provider  sairple  size  nay  affect  the  precision  of 
the  estimates  in  certain  1cm  volume  speciairies. 

SOURCE:  Health  Care  Financing  Administration,  Office  of  Research  and  Demonstrations. 
1988  estimates  based  on  1987  B1AD  provider  file. 


Table  4.7B2 


Distribution  of  Providers  Who  Gain  or  Lose  Medicare  Allcx»/ed  Charges, 
by  Specialty  for  HCFA  Additive  Model,  No  GPCI 


Percent  Loss  or  Gain  in  Allcv;ed  nia-ngps 


Sanple 

Specialty 

Size 

<-30% 

-30  to  ■ 
Percent 

-10  -10%  to  +10% 
of  Providers 

1/ 

All  Physicians 

12,560 

11% 

18% 

23% 

Dermatology 

317 

12 

16 

28 

FaiVGen  Practice 

3,335 

4 

9 

16 

General  Surgery 

1,163 

14 

27 

22 

Gynecology 

1,072 

12 

22 

25 

Int^.mal  Medicine 

2,904 

8 

13 

28 

C^thalmology 

701 

16 

37 

23 

Ortho.  Surgery 

665 

7 

19 

31 

Otortiinolar. 

315 

6 

18 

28 

Pathology 

178 

38 

22 

15 

Radiology 

609 

29 

28 

22 

Thoracic  surgery 

165 

35 

25 

16 

Urology 

368 

8 

26 

29 

19% 


1/ 

All  physicians  total  includes  pediatrics  and  psychiatry  (not  shewn) 
and  rheumatology,  anesthesiology,  and  oral  surgeons. 


29% 


22 

21 

20 

50 

14 

23 

17 

23 

25 

27 

9 

15 

25 

18 

21 

26 

12 

12 

11 

11 

7 

17 

21 

16 

Excludes  allergy 


NOUS:  New  payment  rates  are  set  budget  neutral  to  current  payment  levels,  assuming  no 
behaviorcil  offsets.  Rcws  may  not  sum  to  100  percent  due  to  rounding.  Provider  sanple 
size  may  affect  the  precision  of  the  estimates  in  certain  lov  volume  specicilties. 

SOURCE:  Health  Care  Financing  Administration,  Office  of  Research  and  Demonstrations. 
1988  estimates  based  on  1987  EMAD  provider  file. 


Table  4.7C1 


Distribution  of  Medicare  Allowed  Charges  for  Providers  Who  Geiin  or  Lose, 
by  Specialty  for  HCFA  Additive  Model,  GPGfl  on  Overhead  Costs 


Soecicilty 

Sajiple 
Size 

<-30% 

1/ 
All  Hiysicicins 

12,560 

14% 

Dermatology 
Fam/Gen  Practice 

317 

3,335 

10 
2 

Genercil  Surgery 
Gynecology 
Internal  Medicine 

1,163 
1,072 
2,904 

17 

12 

4 

C^thalmology 
Ortho.  Surgery 
Otortiirolcir. 

701 
665 
315 

19 

4 
6 

Pathology 
Radiology 
Thoracic  surgery 
Urology 

178 
609 
165 
368 

41 

34 

53 

2 

Percent  Loss  or  Gain  in  AllCT>3ed  Charges 
3%  to  -10%   -10%  to  +10%      10%  to  30%   >30% 


Percent  of  Alleged  Charges 
29%  25% 


18 
7 
37 
30 
11 
55 
27 
22 
34 
45 
27 
26 


17% 


1/ 

All  physicians  total  includes  pediatrics  and  psychiatry  (not  shewn) . 
and  rheumatology,  anesthesiology,  and  oral  surgeons. 


16% 


45 

15 

12 

19 

24 

48 

23 

11 

11 

29 

14 

15 

30 

31 

24 

18 

6 

1 

43 

20 

7 

36 

21 

15 

11 

6 

9 

15 

4 

2 

15 

2 

3 

50 

15 

7 

Excludes  allergy 


NOTES:  New  payment  rates  are  set  budget  neutral  to  current  payment  levels,  assuming  no 
behavioral  offsets.  Rows  may  not  sum  to  100  percent  due  to  rounding.  Providers  have 
been  weighted  by  total  allowed  charges.  Provider  saiiple  size  may  affect  the  precision  of 
the  estimates  in  certain  low  volume  specialties. 

SOJRCE:  Health  Care  Financing  Administration,  Office  of  Research  and  Demonstrations. 
1988  estimates  based  on  1987  EMAD  provider  file. 


Table  4.7C2 


Distribution  of  Providers  VJho  Gain  or  Lose  Medicare  Allowed  Charges, 
by  Specialty  for  HCFA  Additive  Model,  GPCl   on  Overhead  Costs 


Soecialty 

Sairple 
Size 

<-30% 

1/ 
All  Hiysicians 

12,560 

9% 

Denratology 
Fain/Gen  Practice 
Genercd  Surgery 
Gynecology 
Internal  Medicine 

317 
3,335 
1,163 
1,072 
2,904 

8 

4 

11 

12 

7 

C^thalinology 
Ortho.  Surgery 
Otorhinolar. 

701 
665 
315 

11 
4 
4 

Pathology 
Radiology 
Ihoracic  surgery 
Urology 

178 
609 
165 
368 

36 

29 

30 

2 

Percent  Loss  or  Gain  in  Allowed  Charaes 
•30%  to  -10%   -10%  to  +10%     10%  to  30% 
Percent  of  Providers 
19%  24%         20% 


16 

8 
30 
23 
12 
39 
20 
17 
25 
31 
28 
26 


1/ 

All  physicians  total  includes  pediatrics  and  psychiatry  (not  shown) . 
and  rheumatology,  anesthesiology,  and  oral  surgeons. 


>30% 


29% 


34 

20 

21 

16 

22 

51 

23 

13 

23 

24 

17 

23 

28 

28 

25 

26 

9 

15 

37 

21 

17 

33 

22 

23 

16 

10 

14 

20 

9 

11 

21 

4 

17 

41 

16 

15 

Excludes  cillergy 


NOTES:  New  payment  rates  are  set  budget  neutrcil  to  current  payment  levels,  eissuming  no 
behavioral  offsets.  Rcws  nay  not  suiTi  to  100  percent  due  to  rcunding.  Provider  saitple 
size  may  affect  the  precision  of  the  estimates  in  certain  low  volume  specialties. 

SCXJRCE:  Health  Care  Financing  Administration,  Office  of  Research  and  Desnonstrations. 
1988  estimates  based  on  1987  EMAD  provider  file. 


T^le  4.7D1 


Distribution  of  Medicare  Allowed  Charges  for  Providers  VJho  Gsdn  or  Lose, 
by  Specialty  for  ECFh  Additive  Model  with-GPCI  on  both  Coiponents 


Sanple 

Speciality 

Size 

<-30% 

1/ 

All  Fhysiciems 

12,560 

14% 

Dermatology 

317 

6 

Fam/Gen  Practice 

3,335 

2 

General  Siirgery 

1,163 

16 

Gynecology 

1,072 

12 

Internal  Medicine 

2,904 

4 

C^thalmology 

701 

22 

Ortho.  Surgery 

665 

4 

Otorhinolar. 

315 

1 

Pathology 

178 

45 

Radiology 

609 

32 

Thoracic  surgery 

165 

59 

Urology 

368 

1 

Percent  Loss  or  Gain  in  Allc^-^ed  ftta-ngtag 
-10%  to  -30%   -10%  to  ■H0%      10%  to  30%   >30% 
Percent  of  Allowed  Charges 
28%  26%  17%      15% 


23 
6 
39 
30 
11 
53 
29 
27 
29 

4a 

20 
27 


40 

20 

11 

22 

28 

43 

24 

10 

11 

25 

16 

16 

29 

31 

25 

19 

4 

2 

41 

20 

7 

34 

23 

15 

11 

5 

9 

21 

4 

2 

16 

2 

3 

50 

18 

4 

1/ 

All  physicians  total  includes  pjediatrics  and  psychiatry  (not  shewn) . 
and  rheumatology,  anesthesiology,  and  oral  surgeons. 


Excludes  edlergy 


NOTES:  New  payment  rates  are  set  buJget  neutral  to  current  payment  levels,  assuming  no 
behavioral  offsets.  Rows  may  not  sum  to  100  percent  due  to  rounding.  Providers  have 
been  weighted  by  total  all ovy4d  charges.  Provider  sairple  size  may  affect  the  precision  of 
the  estinfltes  in  certain  low  volume  specialties. 

SOURCE:  Health  Care  Financing  Administration,  Office  of  Research  and  Demonstrations. 

1988  estimates  based  on  1987  H^IAD  provider  file. 


Table  4.7D2 


Distribution  of  Providers  Who  Gain  or  Lose  Mediccire  Allcv^ed  C3i2irges, 
by  Specialty  for  HCEA  Additive  Model  with-  GPCI  on  Both  Coiponents 


Specialty 

Sanple 
Size 

<-30% 

1/ 

All  Riysicians 

12,560 

9% 

Dermatology 

317 

5 

FaiVGen  Practice 

3,335 

4 

General  Practice 

1,637 

5 

General  Surgery 

1,163 

10 

Gynecology 

1,072 

12 

Int.emal  Medicine 

2,904 

6 

C^tha]mology 

701 

11 

Ortho.  Surgery 

665 

3 

Otorhinolar. 

315 

2 

Pathology 

178 

36 

Radiology 

609 

29 

Ihoracic  surgery 

165 

33 

Urology 

368 

2 

Percent  loss  or  Gain  in  Allowed  Charges 
-10%  to  -30%       -10%  to  +10%  ,  10%  to  30%       >30% 

Percent  of  Providers 


18% 

17 

7 

9 
31 
24 
11 
38 
21 
17 
27 
31 
22 
26 


25% 


20% 


28% 


35 

23 

19 

18 

25 

46 

17 

21 

47 

23 

-13 

23 

22 

18 

25 

28 

28 

27 

27 

8 

16 

37 

21 

18 

34 

24 

22 

15 

9 

14 

19 

9 

11 

22 

6 

16 

43 

17 

12 

1/ 

All  physicians  total  includes  pediatrics  and  psychiatry  (not  shewn) . 
and  rimimatology,  anesthesiology,  and  oral  surgeons. 


Excludes  Edlergy 


NOTES:  New  payment  rates  are  set  budget  neutral  to  current  payment  levels,  assuming  no 
behavioral  offsets.  Rows  may  not  sum  to  100  percent  due  to  rojnding.  Provider  saitple 
size  may  affect  the  precision  of  the  estimates  in  certain  lew  volume  specicLlties. 

SOJRCE:  Health  Care  Financing  Administration,  Office  of  Research  and  Demonstrations. 
1988  estimates  based  on  1987  EMAD  provider  file. 


Table  4.7E1 


Distribution  of  Medicare  Allowed  Charges  for  Providers  Who  Gain  or  Lose, 
by  Specialty  for  Qiarge-based  HVS  Model  with  Interim  GPCI  JL/ 


Specialty 


All  Riysicians 


2/ 


Saiiple 
Size 


11,874 


Percent  Loss  or  Gain  in  All(>?ed  Charges 
<-30%  -10%  to  30%    -10%  to  +10%  10%  to  30%    >30% 
Percent  of  Allowed  Charges 
4%       30%        43%         17%  6% 


Dematology 

298 

6 

24 

34 

13 

23 

Fainily  Practice 

3 

,453 

3 

15 

37 

30 

16 

General  Surgery 

1 

,181 

4 

21 

46 

23 

6 

Gynecology 

1 

,014 

3 

20 

38 

26 

13 

Internal  Medicine 

2 

,889 

4 

33 

44 

16 

3 

r^th;ilmnTnr^ 

701 

2 

25 

55 

16 

2 

Ortho.  Surgery 

620 

2 

27 

51 

18 

3 

Otorhinolar. 

29P 

2 

21 

48 

18 

6 

Pathology 

141 

14 

32 

25 

17 

13 

Radiology 

604 

3 

33 

43 

17 

5 

Thoracic  surgery 

169 

9 

42 

38 

6 

6 

Urology 

356 

2 

25 

47 

23 

2 

1/ 


Ihis  table  uses  the  interim  GPCI  based  on  1  percent  Census  data. 

2/ 

All  physicians  total  includes  pediatrics  not  shewn.  Excludes  psychiatry,  allergy, 
rheuiratology,  anesthesiology,  and  oral  surgeons. 

NOTES:  New  payment  rates  are  set  budget  neutral  to  current  payment  levels,  cissuming  no 
behavioral  offset.  Rcws  may  not  sum  to  100  percent  due  to  rounding.  Providers  have 
been  weighted  by  total  allowed  charges.  Prc/ider  saitple  size  nay  affect  the  precision  of 
the  estimates  in  certain  low  volume  specialties. 

SCXJRCE:  1988  estimates  based  on  1986  EMAD  provider  file,  Center  for  Health  Econanics 
Research. 


Table  4.8A1 

Distribution,  of  Medicare  Allowed  Charges  for  Providers  who  Gain  or  Lose, 

by  State  for  the  HCFA  Multiplicative  Model  With  GPCI 


State 

Al I  States 


S  ampl e 
Size 

12,560 


Percent  Loss  or  Gain  in  Allowed  Charges 
30X   - 30X  to  -  1  OX  - lOXtolOX   : OX    to  SOX    >3CX 


30 


Percent  of  Allowed  Charges 
17  16  14 


23 


Alabama 

Alaska 

Ar  i  zona 

Arkansas 

California 

Colorado 

Connect  i  cut 

Delaware 

District  of  Col  umb  i  a 

Florida 

Georgia 

Hawa  i  i 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan 

Mi  nnesota 

Mississippi 

Mi  ss  our  i 

Montana 

Nebraska 

Nevada 

New  Hampshire 

New  Jersey 

New  Mexico 

New  York 

North  Carolina 

North  Dakota 

Ohio 

Ok  I ahoma 

Oregon 

Pennsylvania 

Rhode  Island 

South  Carolina 

South  Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

West  Virginia 

Wisconsin 

Wyoming 

NOTES:  New  payment  ra 

behavioral  offsets;  r 

weighted  by  total  all 

estimates  in  smaller 

correspond  precisely 


232 

19 

42 

8 

11 

21 

22 

0 

0 

30 

61 

9 

161 

28 

15 

33 

14 

10 

156 

23 

16 

15 

22 

24 

1  ,261 

31 

20 

M 

21 

15 

139 

16 

9 

19 

12 

44 

152 

32 

1  1 

17 

18 

21 

24 

21 

14 

44 

8 

12 

137 

37 

9 

6 

14 

33 

73  9 

19 

22 

31 

21 

7 

281 

32 

12 

20 

14 

22 

93 

26 

17 

37 

18 

3 

35 

2 

26 

24 

23 

25 

502 

25 

13 

14 

12 

35 

224 

21 

17 

12 

10 

41 

102 

57 

9 

9 

6 

19 

78 

28 

6 

23 

21 

22 

172 

38 

AS 

13 

14 

20 

360 

43 

-  14 

9 

10 

24 

67 

62 

6 

9 

8 

14 

151 

17 

20 

15 

18 

30 

264 

32 

13 

15 

17 

24 

413 

22 

9 

15 

14 

40 

90 

4 

35 

26 

9 

25 

143 

52 

4 

6 

9 

29 

201 

25 

12 

1  1 

12 

40 

62 

43 

25 

9 

16 

6 

73 

18 

13 

28 

25 

17 

36 

53 

13 

13 

13 

7 

38 

13 

4 

27 

4 

53 

359 

16 

25 

15 

16 

29 

57 

23 

26 

13 

23 

15 

1  ,662 

33 

22 

14 

10 

22 

263 

38 

15 

19 

13 

16 

19 

75 

3 

19 

1 

2 

662 

30 

2B 

7 

10 

24 

190 

41 

13 

23 

15 

8 

153 

42 

11 

13 

24 

11 

564 

24 

8 

19 

14 

36 

57 

15 

24 

24 

20 

17 

154 

30 

18 

13 

13 

27 

24 

36 

16 

24 

5 

19 

190 

1  1 

9 

1  1 

20 

48 

973 

52 

12 

14 

8 

14 

66 

10 

15 

49 

13 

13 

23 

1 

26 

13 

25 

35 

168 

14 

6 

27 

13 

39 

238 

22 

28 

14 

14 

22 

104 

55 

6 

10 

8 

21 

208 

13 

18 

12 

20 

37 

18 

1  1 

30 

4 

4 

51 

t  es  are 

set 

budget 

neutral 

to  cu 

r  r ent  pa 

yment 

I  eve  I s , 

assumi  ng  no 

ows  may 

not 

sum 

t  0 

100 

percent  d 

ue 

to  r ound  i  n 

g  ;  p  r  0  V  i 

ders  have  been 

owed  charges;  p 

r ov  i 

der 

samp 

le  si 

ze 

may  a 

f  f  ect 

precision  of  the 

states; 

bounda  r 

i  es 

usei 

d  for 

Med  i 

care  payment 

purposes 

do  not 

to  state  boundar  i  es 

1  . 

SOURCE:   Health  Care  Financing  Administration,  Office  of  Research  and  Demons t rari ons , 
1988  estimates  based  on  1987  BMAD  provider  file. 


Table  4.8A2 
Distribution  of  Providers  Who  Gain  or  Lose  by  Change  in  Medicare  Allowed 
Charges,  by  s'tate  for  the  NCFA  Multiplicative  Model  with  GPCl 


State 


All  States 

A  I abama 

Alaska 

Arizona 

Arkansas 

C  a  I  i  f  0  r  n  i  a 

Colorado 

Connec  t  i  cut 

Delaware 

District  of  Col umbi  a 

Florida 

Georgia 

Hawa  i  i 

Idaho 

Illinois 

I nd  i  ana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada 

New  H  ampsh  i  re 

New  Jersey 

New  Mexico 

New  York 

North  Carolina 

North  Dakota 

Oh  i  0 

Ok  I  ahoma 

Oregon 

Pennsylvania 

Rhode  I  s  I  and 

South  Carolina 

South  Dakota 

Tennessee 

Texas 

Utah 

Veraont 

Virginia 

Washington 

West  Virginia 

W  i  scons  i  n 

Wyoming 

NOTES:     New    paytnent     r 

behavioral  offsets; 

size  may  affect  prec 

payment  purposes  do 


Sampl e 

<-30X 

Percent 

Loss  or  G 

a  i  n 

in  All  owed  Ch  a  r qes 

Size 

-30X  to 

-10X  ■ 

■10X 

t  0 

10X   lOX 

to  30X 

>30X 

Percent 

of 

Providers 

12,560 

12 

15 

18 

17 

38 

232 

16 

22 

33 

22 

5 

0 

U 

161 

12 

17 

19 

1S6 

16 

19 

35 

1  .261 

14 

Ift 

25 

139 

13 

10 

50 

152 

8 

10 

30 

24 

8 

24 

36 

137 

9 

9 

49 

739 

14 

23 

11 

281 

15 

16 

34 

93 

14 

12 

15 

35 

3 

17 

37 

502 

6 

t1 

58 

224 

8 

10 

50 

102 

9 

16 

50 

78 

12 

4 

33 

172 

16 

14 

34 

360 

17 

13 

39 

67 

13 

15 

43 

151 

7 

19 

43 

264 

1  1 

15 

40 

413 

7 

7 

55 

90 

4 

17 

47 

143 

8 

6 

58 

201 

13 

9 

55 

62 

31 

19 

23 

73 

5 

12 

37 

36 

1  1 

22 

25 

38 

8 

13 

62 

359 

7 

14 

49 

57 

19 

14 

30 

1  ,662 

16 

17 

35 

263 

14 

14 

36 

19 

21 

16 

26 

662 

12 

14 

45 

190 

16 

13 

26 

153 

5 

17 

30 

564 

8 

7 

55 

57 

5 

18 

37 

.15  4 

15 

16 

45 

24 

4 

13 

38 

190 

10 

12 

49 

973 

18 

13 

36 

66 

6 

14 

50 

23 

4 

21 

46 

168 

10 

8 

47 

238 

14 

21 

42 

104 

20 

7 

39 

208 

5 

10 

20 

51 

18 

1  1' 

17 

1  1 

44 

at  es  are 

set  budget 

neutral 

to  current  payment  levels,  assuming  no 

rows  may 

not  sum  to 

100  percent  d 

ue  to  rounding; 

provider 

sampl e 

i  s  i  on  of 

estimates 

in  smaller  states; 

bounder  i  es 

used  for 

Med  i  care 

not  correspond  prec 

i  se  I  y  to 

state 

bounda  r  i  es . 

SOURCE:   Health  Care  Financing  Administration,  Office  of  Research  and  Dcmoss t rat i ons , 
1988  estimates  based  on  1987  BMAD  provider  files. 


Table  4 .8B1 

Distribution  of  Medicare  Allowed  Charges  for  Providers  who  Gain  or  Lose, 

by  State  for  the  HCFA  Additive  With  No  GPCI 


State 


Sampl e 
Si  ze 


Percent  loss  or  Gain  in  Allowed  Charges 


<-30X   -IPX    to  -IPX  -IPX  to  ^0X       IPX  to  IPX 


>3PX 


fl  I  States 


12.56P 


16 


Percent  of  Allowed  Charges 
2S  24  16 


16 


A  t  abama 

232 

1 

13 

29 

37 

20 

Alaska 

22 

30 

66 

1 

0 

0 

Ar  i  zona 

161 

15 

28 

34 

17 

5 

Arkansas 

156 

0 

20 

24 

25 

30 

California 

1,261 

30 

37 

26 

4 

2 

Co  I orado 

139 

1 

14 

21 

25 

39 

Connect  i  cut 

152 

6 

34 

30 

21 

8 

De  I  eware 

2A 

21 

7 

15 

23 

33 

District  of  Col 

umb  i  a 

137 

36 

18 

31 

13 

3 

Florida 

739 

8 

37 

36 

14 

5 

Ceor g  i  a 

281 

6 

30 

18 

20 

26 

Hawa  i  i 

93 

6 

50 

38 

5 

1 

Idaho 

35 

0 

0 

16 

46 

35 

Illinois 

502 

4 

33 

20 

18 

24 

I nd  i  ana 

22i^ 

1 

22 

23 

IB 

36 

1  owe 

1C2 

2 

56 

5 

8 

28 

Kansas 

78 

1 

6 

40 

27 

25 

Kentucky 

172 

20 

15 

25 

17 

23 

Loui  s  i  ana 

360 

21 

2i 

16 

14 

25 

Maine 

67 

0 

23 

42 

18 

17 

Mary  I  and 

151 

4 

27 

32 

21 

15 

Massachusetts 

264 

8 

35 

24 

25 

9 

Michigan 

413 

16 

18 

25 

20 

21 

M  i  nneseta 

90 

6 

9 

29 

36 

19 

Mississippi 

143 

1 

44 

11 

7 

37 

M  i  ssour  i 

201 

3 

21 

21 

20 

35 

Montana 

62 

15 

26 

26 

27 

7 

Nebraska 

73 

0 

21 

9 

46 

24 

Nevada 

36 

49 

30 

15 

5 

1 

New  H  ampsh  i  re 

38 

0 

5 

34 

13 

47 

New  Jersey 

359 

14 

30 

30 

13 

13 

New  Mexico 

57 

1 

41 

22 

24 

1  1 

New  York 

1  ,662 

45 

24 

15 

10 

7 

North  Carolina 

263 

7 

22 

28 

22 

22 

North  Dakota 

1<» 

0 

7C 

24 

1 

5 

Oh  i  0 

662 

5 

27 

34 

14 

20 

Ok  I  ahoma 

190 

14 

26 

25 

26 

9 

Oregon 

153 

24 

21 

27 

22 

6 

Pennsylvani  a 

564 

7 

22 

28 

22 

22 

Rhode  Island 

57 

0 

15 

57 

19 

9 

South  Carolina 

154 

1 

18 

33 

18 

30 

South  Dakota 

24 

0 

36 

15 

23 

25 

Tennessee 

190 

3 

6 

12 

18 

61 

Texas 

973 

20 

36 

17 

13 

14 

Utah 

66 

0 

15 

13 

59 

13 

Vermont 

23 

0 

1 

24 

40 

35 

Virginia 

168 

1 

7 

29 

21 

43 

Washington 

238 

5 

38 

36 

17 

4 

West  Virginia 

104 

1 

52 

13 

9 

24 

Wisconsin 

208 

0 

15 

26 

28 

31 

Wyomi  ng 

18 

0 

- 

2 

15 

36 

47 

NOTES:  New  payment  rates  are 

set 

budge  t 

neutral  to  current  payment 

levels. 

assuming  no 

behavioral  off 

sets  ; 

rows  nay 

not 

sum 

to 

100 

percent  due 

t  0  round  i  n 

g  .   Provi  er s  have 

been  weighted 

by  total  a  I  I  owe 

d  c 

h  a  r  g  e  s  ; 

provider  sampl e 

size  may  a 

f  f ec  t  prec  i 1 

B  i  on  of 

est  imat cs  in  Baal  I er 

states; 

boundar  i 

i  es 

use( 

j  for  Medicare  payment 

purposes 

do 

not 

correspond  precisely 

to  state 

1  boundaries 

;  . 

* 

SOURCE:   Health  Care  Financing  Administration,  Office  of  Research  and  Demonstrations, 
1988  estimates  based  on  1987  BMAD  provider  file. 


Table  4.8B2 
Distribution  of  Providers  who  Gain  or  Lose  by  Change  in  Medicare  Allowed  Charges, 
by  State  for  the  HCFA  Additive  Model  with  no  CPCI 


— \ 

Satnpl  e 
Size 

Percent 

Loss  or 

Gain  in  All  owed  Ch 

8  rqes 

State 

<-30% 

-30X 

t  0 

-  lOX  - 

10 

X    to  10X 

19?} 

to  30X 

>30X 

Percent 

of 

Providers 

All  States 

12. 

,560 

11 

18 

23 

19 

29  ■ 

A  I abama 

232 

9 

12 

25 

21 

33 

Alaska 

22 

36 

50 

9 

0 

5 

Ar  i  zona 

161 

7 

25 

39 

16 

12 

Arkansas 

156 

3 

12 

24 

19 

42 

California 

1 

,261 

20 

35 

29 

10 

6 

Col  or  ado 

139 

6 

13 

13 

22 

47 

Connec  t  i  cut 

M2 

6 

18 

37 

29 

9 

De I eware 

24 

8 

21 

25 

21 

25 

District  of  Col umbi  a 

137 

8 

23 

34 

24 

12 

Florida 

739 

12 

31 

32 

16 

9 

Georgia 

281 

5 

16 

22 

19 

39 

Hawa  i  i 

93 

12 

30 

35 

17 

5 

Idaho 

35 

0 

3 

20 

40 

37 

I  I  I i  no  i  s 

502 

6 

17 

18 

22 

37 

Indiana 

224 

4 

9 

18 

22 

47 

I  owa 

102 

5 

1  1 

12 

14 

59 

Kansas 

76 

3 

8 

15 

38 

36 

Kentucky 

172 

5 

11 

22 

21 

41 

Louisiana 

360 

10 

14 

19 

18 

39 

Mai  ne 

67 

3 

6 

16 

24 

51 

Maryland 

151 

7 

18 

27 

22 

26 

Massachusetts 

264 

9 

16 

25 

26 

25 

Michigan 

413 

6 

13 

23 

23 

35 

M  i  nnesot a 

90 

7 

8 

22 

27 

37 

M  i  ss  i  ss  i  ppi 

143 

3 

6 

4 

15 

72 

Missouri 

201 

5 

11 

15 

19 

49 

Montana 

62 

1  T 

19 

23 

24 

23 

Nebraska 

73 

0 

8 

16 

32 

44 

Nevada 

36 

17 

36 

28 

14 

6 

New  Hampsh  i  re 

38 

3 

8 

21 

11 

58 

New  Jersey 

359 

8 

17 

26 

17 

32 

New  Mexico 

57 

2 

25 

18 

33 

23 

New  York 

1 

,662 

28 

25 

20 

15 

13 

North  Carolina 

263 

3 

12 

18 

20 

46 

North  Dakota 

19 

0 

16 

32 

16 

37 

Oh  i  0 

662 

7 

12 

21 

20 

40 

Ok  I  ahoRia 

190 

8 

12 

27 

25 

28 

Oregon 

153 

1 

13 

33 

31 

22 

Pennsy I vani  a 

564 

6 

10 

21 

21 

42 

Rhode  1 s I  and 

.  57 

2 

18 

28 

30 

23 

South  Carolina 

154 

1 

10 

22 

13 

53 

South  Dakota 

24 

0 

17 

21 

58 

Tennessee 

190 

4 

10 

17 

61 

Texas 

973 

9 

16 

21 

19 

35 

Utah 

66 

2 

12 

20 

17 

50 

Vernont 

23 

0 

9 

30 

52 

V  i  r  i  gn  i  a 

168 

4 

19 

21 

49 

Washington 

238 

4 

18 

34 

30 

13 

west  Virginia 

104 

10 

1  1 

12 

21 

46 

W  i  scons  i  n 

208 

3- 

17 

27 

45 

Wyomi  ng 

18 

0 

1  1 

22 

33 

33 

NOTES:  New  payment  rates 

are 

set  budget 

neut  ra I 

to  current  payment 

I  eve  I s , 

assumi ng  no 

behavioral  offsets; 

rows 

may 

not  sum  to 

100 

percent  due 

t  0  round  i  r 

>b; 

provi 

der 

sample 

si  ze  nay  affect 

precision  of 

est  i  aates  i 

n  sma ller  states 

;  bounda  r  i 

es 

used 

for 

Mcdi  care 

payaent  purposes 

do 

not 

cor  respond  pr ec  i 

se  I  y 

to 

state 

bounder  i  es  . 

SOURCE:   Health 

Care 

Financing  Adninittration,  Office 

of 

Research 

and 

Dtaonstrat ions. 

1988  cttimates  b 

ated 

on 

1987 

BMAO  provider  f 

i  I  e  s  . 

Table  4 .8C1 

Distribution  of  Medicare  Allowed  Charges  for  Providers  who  Gain  or  Lose, 

by  State  for  the  HCFA  Additive  Model  With  GPCI  on  Overhead  Costs 


Sampl e 

Percent  Loss 

or  Gain  in  Allowed  Charq 

es. 

State 

Size 

30X 

-30X 

to  -  1  OX 

-  10X  to  10X   10X  to  30X 

>30X 

Percent  of  Allowed  Charges 

All  States 

12 

560 

14 

29 

25               17 

16 

A  I abama 

232 

1 

25 

25              31 

17 

Alaska 

22 

2 

88 

9               0 

0 

Arizona 

161 

?5 

27 

35              19 

5 

Arkansas 

156 

10 

\b 

25              29 

19 

California 

1 

261 

19 

36 

32              10 

3 

Co  I  orado 

139 

1 

14 

23              29 

32 

Connect  i  cut 

152 

5 

3t 

31              24 

9 

Delaware 

2A 

21 

7 

18              20 

33 

District  of 

Col 

umb  i 

a 

137 

31 

19 

21              24 

4 

Florida 

739 

7 

38 

37              15 

3 

Georgia 

281 

6 

31 

24               19 

21 

Hawaii 

93 

1 

44 

48                5 

1 

Idaho 

35 

0 

0 

31               45 

23 

Illinois 

502 

6 

26 

23              U 

31 

I  nd  i  ana 

224 

6 

24 

24               18 

28 

I  owa 

102 

2 

5b 

11              13 

18 

Kansas 

78 

2 

5 

44               27 

21 

Kentucky 

172 

22 

23 

21              15 

19 

Louisiana 

360 

27 

20 

19               15 

19 

Maine 

67 

3 

20 

45               16 

16 

Mary  I  and 

151 

4 

27 

34               18 

16 

Massachusetts 

264 

5 

33 

26               23 

13 

Michigan 

413 

7 

22 

22               25 

24 

M  i  nnesot a 

90 

6 

9 

29              A2 

14 

Mississippi 

143 

1 

51 

5                8 

35 

M  i  ssour  i 

201 

3 

21 

21              22 

33 

Montana 

62 

24 

20 

29               22 

5 

Nebraska 

73 

9 

15 

44               14 

18 

Nevada 

36 

16 

63 

15                4 

2 

New  Hampshi 

re 

38 

0 

6 

33               14 

47 

New  Jersey 

359 

1  1 

21 

38               14 

17 

New  Mexico 

57 

1 

47 

tfi               22 

11 

New  York 

1 

,662 

29 

31 

18               13 

9 

North  Carol 

i  na 

263 

13 

35 

2  2              13 

17 

North  Dakota 

19 

50 

21 

24                4 

2 

Ohio 

662 

6 

42 

21               13 

18 

Ok  I ahoma 

190 

14 

28 

28               21 

8 

Oregon 

153 

24 

21 

26               23 

6 

Pennsylvani 

a 

564 

6 

22 

29               20 

23 

Rhode  1 s I  an 

d 

57 

0 

16 

58               17 

8 

South  Carol 

i  na 

154 

10 

23 

25               17 

25 

South  Dakota 

24 

0 

36 

28               11 

25 

T  ennessee 

190 

3 

9 

14               23 

51 

Texas 

973 

37 

23 

19                9 

12 

Utah 

66 

0 

18 

11               S8 

13 

Vermont 

23 

0 

9 

25               31 

35 

Virginia 

168 

3 

1  1 

24               23 

39 

Washington 

238 

4 

39 

34               18 

4 

West  Virginia 

104 

2 

52 

15               12 

19 

w  i  scons  i  n 

208 

0 

18 

33               26 

23 

Wyoming 

18 

2 

12 

31                8 

47 

NOTES:  New 

payment 

rates 

are 

set 

budget 

neut  r a  I 

to  current  payment  levels,  assuming  no 

behavioral 

off 

sets 

;  rows 

may 

not 

sum  to 

100  per 

cent  due 

to  rounding.   Providers 

have  been 

weighted  by  total 

a  I  I  owe 

d  charges 

;  p  r  0  V  i 

de  r  sam 

pie  size 

may  affect  precision  of 

the 

estimates  i 

n  sua  I  I 

er  states; 

boundaries 

used  for  Medicare  payment  purposes  do  not 

cor  respond 

precise 

I  y  to 

state  bounda  r  i  es 

. 

^ 

SOURCE:   Health  Care  Financing  Administration,  Office  of  Research  and  Demonstrations, 
1988  estiaates  based  on  1987  BMAD  provider  file. 


Table  A.8C2 
Distribution  o f . P r o v i de r s  Who  Gain  or  Lose  by  Change  in  Medicare  Allowed  Charges, 
by  State  for  the  HCFA  Additive  Model  with  GPCI  on  Overhead  Costs 


Sample 


State 

S  i  ze 

<-30X   -30X  to 

-  10X 

•  10X  to  10X 

10X  to  30X 

>30X 

Percent 

of  Providers 

Alt  States 

12,560 

9 

19 

24 

20 

29 

Alabama 

232 

10 

18 

27 

16 

29 

Alaska 

22 

14 

68 

9 

5 

Ar  i  zona 

161 

23 

40 

12 

Arkansas 

156 

16 

24 

31 

California 

1,261 

13 

29 

32 

10 

Colorado 

139 

13 

15 

42 

Connec  t  i  cut 

152 

14 

36 

11 

Delaware 

2U 

25 

25 

25 

District  of  Col umbi 

a       137 

22 

29 

16 

Florida 

739 

11 

32 

34 

8 

Georgia 

281 

16 

25 

34 

H  a  w  a  i  i 

93 

26 

42 

8 

Idaho 

35 

3 

29 

31 

Illinois 

502 

14 

17 

46 

Indiana 

224 

1  1 

22 

37 

Iowa 

102 

12 

19 

50 

Kansas 

78 

6 

19 

31 

Kentucky 

172 

g- 

12 

24 

34 

Louisiana 

360 

11 

14 

22 

34 

Maine 

67 

7 

19 

48 

Maryland 

151 

18 

28 

28 

Massachusetts 

264 

13 

24 

30 

Michigan 

413 

13 

20 

40 

M  i  nneso t  a 

90 

9 

21 

32 

M  i  ss  i  ss  i  ppi 

143 

6 

8 

67 

Missouri 

201 

12 

15 

48 

Montana 

62 

15 

19 

27 

16 

Nebraska 

73 

8 

38 

40 

Nevada 

36 

42 

31 

8 

New  Hampsh  i  re 

38 

1  1 

18 

55 

New  Jersey 

359 

13 

27 

37 

New  Mexico 

57 

28 

18 

21 

New  Y  or k 

1  ,662 

17 

25 

21 

19 

North  Carolina 

263 

18 

20 

35 

North  Dakota 

19 

16 

37 

16 

Ohio 

662 

15 

21 

38 

Oklahoma 

190 

1  1 

13 

31 

25 

Oregon 

153 

14 

31 

22 

Pennsyl vani  a 

564 

10 

22 

43 

Rhode  Island 

57 

21 

30 

21 

South  Carolina 

-154 

18 

18 

44 

South  Dakota 

24 

0 

4 

29 

54 

Tennessee 

190 

1  1 

13 

52 

Texas 

973 

12 

19 

21 

31 

Utah 

66 

14 

20 

50 

Vermont 

23 

13 

17 

52 

Virginia 

168 

8 

21 

41 

Washington 

238 

18 

33 

15 

West  Virginia 

104 

12 

11 

13 

38 

Wisconsin 

208 

10 

22 

39 

Wyomi  ng 

18 

22 

17 

28 

NOTES:  New  payment 

rates  are 

set  budget 

neutral  to 

current  payment  I 

evels,  assumi 

ng  no 

behavioral  offsets 

;  rows  may 

not  sum  to 

100  percent 

due 

to  rounding; 

provider  sam 

pie 

size  may  affect  precision  of 

estimates 

n  sma ller  states 

;  boundaries 

used  for  Med 

i  care 

payment  purposes  d 

0  not  correspond  prec 

sely  to  state  boundaries. 

SOURCE:   Health  Care  Financing  Administration,  Office  of  Research  and  Demonstrations, 
1988  estiMates  based  on  1987  BMAD  provider  files. 


Table  4 .8D1 

Distribution  of  Medicare  Allowed  Charges  for  Providers  who  Gain  or  Lose, 

by  State  for  the  HCFA  Additive  Model  With  GPCI  on  Both  Components 


State 

A~l  I     States 


Sample 
Size 

12,560 


30X 


14 


Percent  Loss  or  Gain  in  Allowed  Charges 
•30X  to  -  1 Qg  -IPX  to  IPX   10X  to  30X    >30X 


Percent  of  Allowed  Charges 
28  26  17 


15 


A  I  abama 

Alaska 

A  r  i  zona 

Arkansas 

C  a  I  i  f  0  r  n  i  a 

Colorado 

Connecticut 

Delaware 

District  of  Columbia 

F I  or  i  da 

Georgia 

Hawa  i  i 

Idaho 

Illinois 

Indiana 

I  owa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan 

M  i  nnesot  a 

Mississippi 

Missouri 

Mont  ana 

Nebraska 

Nevada 

New  Hampsh  i  re 

New  Jersey 

New  Mexico 

New  York 

North  Carolina 

North  Dakota 

Ohio 

Ok  I  ahoma 

Oregon 

Pennsylvania 

Rhode  Island 

South  Carolina 

South  Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Wash  ington 

West  Virginia 

Wisconsin 

Wyoming 

NOTES:  New  payment  ra 

behavioral  offsets;  r 

weighted  by  total  all 

estimates  in  sma I  I e  r 

correspond  precisely 


232 

2 

37 

38 

11 

12 

22 

0 

2 

88 

9 

1 

161 

15 

27 

36 

18 

5 

156 

18 

27 

30 

20 

5 

1  ,261 

14 

31 

33 

17 

6 

139 

1 

14 

23 

29 

32 

152 

5 

31 

28 

25 

11 

24 

19 

5 

19 

23 

33 

137 

14 

31 

11 

32 

12 

73V 

9 

42 

35 

11 

2 

281 

15 

32 

23 

22 

8 

93 

1 

44 

46 

5 

1 

35 

0 

3 

43 

39 

15 

502 

5 

23 

22 

16 

34 

224 

6 

27 

22 

20 

25 

102 

5 

55 

12 

10 

18 

78 

4 

35 

36 

17 

8 

172 

23 

28 

21 

17 

11 

360 

29 

-  18 

20 

18 

15 

67 

3 

61 

18 

12 

7 

151 

4 

25 

24 

25 

21 

264 

5 

33 

26 

21 

U 

413 

3 

23 

17 

22 

35 

90 

6 

9 

29 

36 

19 

143 

31 

22 

10 

15 

23 

201 

7 

25 

20 

24 

25 

62 

29 

28 

36 

5 

2 

73 

17 

10 

47 

12 

14 

36 

15 

63 

15 

1 

6 

38 

0 

25 

23 

31 

22 

359 

10 

10 

44 

15 

21 

67 

1 

59 

13 

16 

10 

1  ,662 

21 

29 

22 

14 

14 

263 

19 

37 

22 

11 

12 

19 

50 

30 

15 

4 

2 

662 

10 

30 

30 

14 

17 

190 

27 

25 

37 

7 

5 

153 

24 

26 

27 

19 

4 

564 

6 

24 

26 

20 

24 

57 

0 

16 

56 

19 

9 

154 

13 

31 

25 

16 

15 

24 

36 

15 

23 

11 

14 

190 

5 

14 

16 

29 

37 

973 

42 

22 

19 

8 

9 

66 

2 

16 

11 

61 

10 

23 

1 

24 

40 

22 

13 

168 

3 

13 

30 

25 

29 

238 

4 

34 

36 

20 

6 

104 

2 

57 

15 

9 

17 

208 

1 

19 

32 

29 

19 

18 

2 

12 

34 

7 

45 

t es  are 

set 

budge  t 

neutral 

to 

current  payment 

I  eve  I  E  , 

•  tsum  i  ng  no 

ows  may 

not 

sum  to 

100  percent 

due 

t  0  round  i  ng 

Provi  d 

ers  have  been 

owed  charges;  provi 

der  samp 

le 

size 

may  affect 

precision 

of  the 

states; 

boundaries 

used  for 

Medicare  payment  p 

urposts 

d 

0  not 

to  state  boundaries 

, 

^ 

SOURCE:   Health  Care  Financing  Administration,  Office 
1988  estimates  based  on  1987  BMAD  provider  file. 


of  Research  and  Ocaions  t  r  af  i  ons  , 


Table  4.8D2 


Distribution  of  J>roviders 
by  State  for 


viders  Who  Gain  or  Lose  by  change  in  Medicare  Allowed  Charges, 
HCFA  Additive  Model  with  GPCl  on  Both  Components 


Sample 
Si  ze 

<-30X 

Percent 

Loss  or  G 

a  i  n 

in  Allowed  Charqes 

State 

-30X 

to 

-  10S  - 

10?1 

t  0 

10X   10X 

to  30X 

>30X 

Percent 

of 

Providers 

All  States 

12 

560 

9 

18 

25 

20 

28  - 

A  I  abama 

232 

14 

23 

25 

18 

20 

Alaska 

22 

5 

9 

68 

9 

9 

A  r  i  zona 

161 

8 

23 

40 

19 

11 

Arkansas 

156 

13 

28 

20 

22 

17 

California 

1 

261 

9 

22 

34 

20 

15 

Colorado 

139 

8 

12 

16 

22 

42 

Connect  i  cut 

152 

3 

14 

28 

38 

17 

Delaware 

24 

4 

13 

33 

25 

25 

District  of  Col  umbi 

a 

137 

3 

14 

20 

28 

34 

Florida 

739 

12 

34 

36 

1  1 

6 

Georgia 

281 

10 

23 

22 

25 

20 

H  a  w  a  i  i 

93 

9 

25 

43 

15 

9 

Idaho 

35 

0 

6 

40 

37 

17 

I  I  I inoi  s 

502 

3 

1  1 

18 

16 

52 

1  nd  i  ana 

224 

6 

13 

21 

29 

32 

I  owa 

102 

7 

13 

19 

12 

50 

Kansas 

78 

6 

14 

42 

21 

17 

Kentucky 

172 

9 

17 

26 

24 

24 

Louisiana 

360 

13 

16 

22 

20 

29 

Maine 

67 

6 

16 

25 

36 

16 

Mary  I  and 

151 

6 

16 

22 

23 

33 

Massachusetts 

264 

8 

13 

25 

24 

30 

Michigan 

413 

2 

1  1 

15 

22 

50 

Minnesota 

90 

7 

9 

22 

27 

36 

Mississippi 

U3 

6 

6 

16 

20 

53 

Missouri 

201 

8 

14 

15 

22 

41 

Montana 

62 

19 

29 

27 

16 

8 

Nebraska 

73 

5 

15 

37 

10 

33 

Nevada 

36 

3 

42 

33 

8 

14 

New  Hatnpsh  i  re 

38 

3 

21 

16 

24 

37 

New  Jersey 

359 

5 

9 

26 

17 

44 

New  Mexico 

67 

5 

30 

25 

21 

19 

New  York 

1 

,662 

12 

20 

23 

17 

28 

North  Carolina 

263 

9 

21 

23 

18 

28 

North  Dakota 

19 

5 

3Z 

26 

21 

16 

Oh  i  0 

662 

8 

16 

20 

20 

35 

Ok  I ahoma 

190 

13 

22 

33 

18 

15 

Oregon 

153 

2 

18 

36 

25 

19 

Pennsy  I  van  i  a 

564 

5 

1  1 

20 

20 

44 

Rhode  Island 

57 

2 

19 

26 

30 

23 

South  Carolina 

154 

7 

23 

16 

19 

35 

South  Dakota 

24 

4 

17 

25 

29 

25 

T  ennessee 

190 

7 

13 

16 

24 

38 

Texas 

973 

14 

20 

22 

19 

24 

Utah 

66 

5 

14 

20 

20 

42 

Vermont 

23 

9 

9 

30 

22 

30 

Virginia 

168 

6 

15 

19 

26 

34 

Washington 

238 

3 

16 

30 

33 

19 

West  Virginia 

104 

13 

13 

23 

20 

32 

Wisconsin 

208 

3. 

12 

22 

33 

30 

Wyomi  ng 

18 

6* 

22 

22 

28 

22 

NOTES:  New  payment 

rates 

are 

set  budget 

neu t  r a  I 

to  current  payment  levels,  assuming  no 

behavioral  offsets 

;  rows 

may 

not  sum  to 

100 

percent  d 

ue 

to  rounding; 

prov  i  der 

sampl e 

size  nay  affect 

precision  of 

estimates 

n  sma ller  states 

;  boundaries 

used  for 

Medi  care 

purposes  do  not 

correspond  pi 

■ec  i  se I y  to 

state  bounds  r 

i  es 

. 

^ 

SOURCE:   Health  Care  Financing  Administration,  Office  of  Research  and  Demonstrations, 
1988  estiaates  based  on  1987  BMAD  provider  file. 


Table  4.9A1 


Percent  of  Beneficiaries  with  Various  Levels  of  Out-of-Pocket  Liability 
Under  Various  RBRVS-Based  Inplementation  hfcxiels 


HCFT^  Additive  Model  -  No  GPCI 
Current  Glance  Billing  Practices 

Coinsurance  Liability 

$0       $1-100 

$101-250    $251-500   $501-1,000 

>$1,000 

CyR             22                      54 

RVS      18         56 

13          8           3 
15         8          3 

* 
* 

Balance  Bill  Liability 

$0       $1-100    $101-250    $251-500   $501-1,000     >$1,000 

CPR      24  55         11         5  3  2 

RVS      41  38         10         4  3  3 

Total  Liability  -  Deductible,  Coinsurance  and  Balance  Billing 

$0       $1-100    $101-250    $251-500   $501-1,000     >$1,000 

Cro      —        34        39         14         8  5 

RVS       —         34         39         14  7  6 

•Less  than  1  percent  " — "  is  not  applicable. 

Notes:  This  simulation  assumes  no  change  in  physician  assignment  Pa»;s  may 
not  sum  to  100  percent  due  to  rounding.  CTO  is  customary,  prevailing  and 
reasonable  charge  payment.  RVS  is  relative  value  scale  payment. 

Source:  Health  Care  Financing  Administration,  Office  of  Research  and 
Demonstrations.  1988  Estimates  based  on  1987  H^AD  beneficiary  file. 


Table  4.9A2 

Percent  of  Beneficiaries  with  Various  Levels  of  CXit-of-Pocket  Liability 
Under  Various  RERVS-Based  L^lementation  Models 


HCFA  Mditive  Model  -  No  GPCI 
120  Percent  Balance  Bill ina  Cap 

Coinsurance  Liability 

$0                $1-100 

$101-250         $251-500 

$501-1,000 

>$1,000 

CPR             22                       54 
R7S             13                       56 

13                      8 
15                     8 

3 
3 

* 
* 

Balance  Bill  Liability 

SO  $1-100  $101-250         $251-500        $501-1,000  >$1,000 

CFR  24  55  11  .  5  3  2 

RVS  41  51  5         -        -^2-  *  * 

Total  Liability  -  Eteductible,  Coinsurance  and  Balance  Billing 

$0  $1-100  $101-250         $251-500       $501-1,000  >$1,000 

CFR  —  34  39  14  8  5 

RVS  —  38  42  12  7  2 

*Less  than  1  percent  " — "  is  not  applicable. 

Notes:     Zhis  siinulaticn  aissumes  no  change  in  physician  assignment.  Rcws  may 
not  sum  ro  100  percent  due  to  rounding.     CTO  is  customary  prevailing  and 
reasonaDxe  charge  payment.     RVS  is  relative  value  sccile  payment. 

Sojrce:     Health  Care  Financing  Administration,  Office  of  Research  and 
Demonstraricns.      1988  Estimates  based  on  1987  EMAD  beneficiary  file. 


Table  4.9B1 

Pexcent  of  Beneficiaries  with  Vcirious  Levels  of  CXit-of-Pocket  Liability 
Under  Various  RBRVS-Based  Iirplementation  Models 

HCFA  Additive  Model  -  GPCI  on  Overhead  Costs 
currant  Balance  Billing  Practices 


Coinsurance  Liability 


$0 

$1-100 

$101-250 

$251-500 

$501-1,000 

CHI     22 
RVS      18 

54 
56 

13 
15 

8 
8 

3 
3 

Balance  Bill 

Liability 

$0 

Sl-100 

$101-250 

$251-500 

$501-1,000 

CHI     24 

RVS      41 

55 
39 

11 
10 

5 
4 

3 
3 

>$1,000 


>$1,000 

2 
4 

Total  Liability  -  Deductible,  Coinsurance  and  Balance  Billing 

$0      $1-100    $101-250    $251-500   $501-1,000     >$1,000 

Cro      —        34        39         14         8  5 

RVS      —        34        39         14         7  6 

*Lbss  than  1  percent  " — "  is  not  applicable. 

Notes:  Ihis  simulation  assumes  no  change  in  physician  assignment.  Pows 
may  not  sum  to  100  percent  due  to  rounding.  CFK  is  custcrary,  prevailing, 
cind  reasonable  charge  payment.  RVS  is  relative  value  sccde  payment. 

Source:  Health  Care  Financing  Administration,  Office  of  Research  and 
Demonstrations.  1988  Estijnates  based  on  1987  EMAD  beneficiary  file. 


Table  4.9B2. 

Percent  of  Beneficiaries  with  Various  Levels  of  Out-of-Pocket  Liability 
Under  Various  RBRVS-Based  Iiiplementation  Models 

HCFA  Additive  Model  -  GPCI  on  Overhead  Costs 
120  Percent  Balance  Billing  Cap 


Coinsurance  Liability 

$0               $1-100 

$101-250 

$251-500 

$501-1,000 

>$l,i 

CK<              22                      54 
RVS              18                      56 

13 

15 

8 
8 

3 

3 

* 

Balance  Bill  Liability 

$0       $1-100    $101-250  '      $251-500   $501-1,000     >$1,000 

Cro      24         55        11         5  3  2 

RVS      41         52         5         2  *  * 

Total  Liability  -  Deductible,  Coinsurance  and  Balance  Billing 

$0       $1-100    $101-250    $251-500   $501-1,000     >$1,000 

CPR  —        34        39         14         8  5 

RVS       —        38        42         12         6  1 

*Less  than  1  percent  " — "  is  not  applicable. 

Notes:  This  simulation  assumes  no  change  in  physician  assignment. 
Rcws  may  not  sum  to  100  percent  due  to  rounding.  CTO  is  custcmary, 
prevailing,  and  reasonable  charge  payment.  RVS  is  relative  value  sccile 
payment. 

Scurce:  Health  Care  Financing  Administration,  Office  of  Research  and 
Demonstrations.  1988  Estimates  based  on  1987  EMAD  beneficiary  file. 


Table  4.9C1 

Percent  of  Beneficiaries  with  Various  Levels  of  CXit-of-Pocket  Liability 
Under  Vcirious  RBRVS-Based  Inplementation  Models 

HCFA  Additive  Model  -  GPCI  on  Both  Coiponents 
Current  Balance  Billing  Practices 


Coinsurance  Liability 

$0       $1-100    $101-250    $251-500   $501-1,000     >$1,000 

ere     22         54        13         8  3  * 

RVS     18         56        15         8  3  * 

Balance  Bill  Liability 

$0       $1-100    $101-250    $251-500   $501-1,000     >$1,000 

CPR     24         55        11         5  3  2 

RVS      41         40        10    '     4  3  4 

Total  Liability  -  Deductible,  Coinsurance  and  Balance  Billing 

$0       $1-100    $101-250    $251-500   $501-1,000     >$1,000 

CFR      —        34        39         14         8  5 

RVS      —        34        39         15         7  6 

*Lbss  than  1  percent  " — "  is  not  applicable. 

Notes:  This  simulation  assumes  no  change  in  ph\'5ician  assignment. 
Rcws  nay  not  sum  to  100  percent  due  to  ixjunding.  CPR  is  custcmary, 
prevailing  and  reasonable  charge  payment.  RVS  is  relative  value  scale 
payment. 

Scurce:  Health  Care  Financing  Administration,  Office  of  Research  and 
Demonstrations.  1988  Estimates  based  on  1987  B^5^  beneficiary  file. 


Table  4.9C2 

Percent  of  Beneficiaries  with  Various  Levels  of  CXit-of -Pocket  Liability 
Under  Various  RS^VS-Based  Inplementation  Models: 

HCFA  Additive  Model  -  GPCI  on  Both  Ocarponents 
120  Percent  Balance  Billing  C^as 


Coinsurance  Liability 

$0               $1-100 

$101-250 

$251-500 

$501-1,000 

>$1, 

CHI             22                      54 

13 

8 

3 

* 

RVS             18                      56 

15 

8 

3 

* 

Balance  Bill  Liability 

$0  $1-100  $101-250         $251-500       $501-1,000  >$1,000 

CFR  24  55  11  5  3  2 

RVS  41  52  5  2  *  * 

Toted  Liability  -  Deductible,   Coinsurance  and  Balance  Billing 

$0  $1-100  $101-250         $251-500       $501-1,000  >$1,000 

CFR  —  34  39  14  8  5 

RVS  —  39  42  12  6  1 

*Iess  than  1  percent  " — "  is  not  applicable. 

Notes:     Ihis  simulation  assumes  no  change  in  physician  assignment.     Rows 
may  not  sum  to  100  percent  due  to  rounding.     CE^  is  customary,  prevailing, 
and  reasonable  charge  payment.     RVS  is  relative  value  scale  payment. 

Soiree:     Health  Care  Financing  Administration,  Office  of  Research  and 
Demonstrations.     1988  Estimates  based  on  1987  EMAD  beneficiary  file. 
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APPEM)IX  A 

How  Medicare  Determines  Fhysician  Payments 

Medicare  currently  pays  for  f*iysician  services  on  a  fee-for-service 
basis  known  as  the  custcanary,  prevailing,  and  reasonable  charge  system. 
Medicare  annually  pays  about  400  million  claims  for  physicians'  services 
to  about  500,000  different  jAiysicians  for  over  7,000  different  service 
codes.  Under  this  system,  payment  is  based  on  the  charge  that  Medicare 
deems  reasonable  for  the  service.  Medicare's  reasonable  or  allowed  charge 
for  a  service  provided  is  the  lowest  of  the  actual  charge  submitted  by  the 
physician,  the  physician's  customary  charge  (the  physician's  median  charge 
for  the  service) ,  or  the  prevailing  charge  in  the  locality  (75th 
percentile  of  charges  for  all  physicians  in  the  area  providing  the 
service) . 

Since  Medicare  began,  a  large  niimber  of  limits  and  other  adjustments 
have  been  irrplemented  that  modify  this  basic  approach  for  determining 
payments.  For  example,  as  a  result  of  rapidly  rising  fees.  Congress,  in 
1972,  limited  increases  in  Medicare  prevailing  charges  to  a  Medicare 
Economic  Index,  Vi^ich  reflects  increases  in  j^ysicians'  office  practice 
costs  and  earnings  in  the  general  economy  (P.L.  92-603)  and,  in  the 
Omnibus  Budget  Reconciliation  Act  of  1987  (P.L.  100-203),  Congress 
irrplemented  payrrvent  reductions  on  11  selected  surgical  procedures. 

If  the  beneficiary  receives  a  service  from  a  physician  vdio  accepts 
Medicare's  reasonable  charge  as  payment  in  full,  the  beneficiary  can 
"assign"  Medicare's  payment  to  the  physician.  In  this  case,  if  the 
physician  wishes  to  "balance  bill,"  i.e.,  receive  a  payment  greater  than 
the  Medicare  allowed  charge,  then  the  physician  must  bill  the  patient  for 
the  entire  amoimt.  For  these  "unassigned"  services,  the  beneficiary  is 
reimbursed  on  the  basis  of  the  reasonable  charge  by  the  Medicare  program. 

Physicians  can  p)articipate  in  the  tfedicare  program  in  two  ways.  Ihey 
can  become  "pjarticipating  physicians"  vAiereby  they  agree  to  accept 
assignment  for  all  services  rendered,  or  they  can  be  "norparticip^ating" 
v^ereby  they  have  the  flexibility  to  accept  assignment  on  a  claim-by-claim 
basis.  In  either  case,  the  beneficiary  is  responsible  to  the  pdiysician 
for  the  $75  annual  deductible  and  for  20  p^ercent  of  the  reasonable  charge 
as  a  copayment. 

Except  for  the  fee  freeze  p»eriod  v^en  Medicare  actual  charges  for 
nonparticipating  physicians  were  frozen  at  levels  in  effect  during  the 
i?^ril-June  1984  quarter  of  1984,  there  have  not  been  any  limits  on  the 
amount  physicians  could  actually  charge  beneficiaries  until  the  recent 
iirplementation  of  the  maximum  allowable  actual  charge  (MAAC)  for 
nonparticiFating  physicians.  Since  January  1,  1987,  a  MAAC  is  confuted 
for  each  service  provided  by  each  norparticipjating  physician  and  is 
ipdated  annually. 
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APPENDIX  B 

Technical  Docajinentation  for  HCFA  RVS  Simulations 

Basic  Methods 

1.  Part  B  Medicare  Annual  Data  (BMAD)  procedure  file  (1987) ,  beneficiary 
file  (1987)  and  provider  file  (1986  by  the  Center  for  Health  Economics 
Research  (CHER)  and  1987)  provided  basic  data.  The  procedure  file  is 
a  100  percent  sairple.  Ihe  provider  file  is  a  5  percent  sample. 

2.  Data  included  in  the  simulations  were  limited  to  the  procedures  for 
vdiich  Harvard  has  created  RBEWS  values  and  the  specialties  covered  by 
the  initial  Harvard  REKVS  project. 

3.  Anesthesia  (Anesthesiologists  and  Oral  Surgeons)  were  excluded. 
Rheumatologists  are  not  separately  identified  by  HCFA  data  so  are 
included  with  internal  medicine. 

4.  Various  edits  were  performed  on  specific  files. 

A.  Provider  file  —  the  providers  having  less  than  $100  for  the 
year  in  Medicare  allowed  charges  were  deleted. 

B.  Beneficiary  file  —  no  special  edits. 

5.  For  most  simulations,  charge  data  were  aged  to  1988.  Frequency  of 
services  were  not  adjusted. 

6.  Beneficiary  file  estimates  were  derived  from  a  1  percent  sample,  and 
then  cross-checked  against  a  replicated  1  percent  sample. 

7.  Estimates  derived  from  the  three  base  files  were  cross-checiked  for 
reasonableness-  by  conparing  total  dollars  and  average  allowed  charges 
for  procedures. 

8.  The  fundamental  estimate  in  mxDst  analyses  cortpares  the  1988  estimates 
of  Medicare  allowed  charges  (and  related  sutanitted  charges  if 
relevant)  with  paymtents  that  would  be  yielded  by  a  Harvard  RBE?VS  based 
fee  schedule  or  some  variant. 

9.  Besides  the  Harvard  miultiplicative  mKDdel  (work  *  qpportunity  cost 
factor  *  practice  cost  factor) ,  several  additive  moiels  (work  * 
opportunity  cost  plus  overhead  cost  factor)  were  used.  For  the 
additive  mKDdels,  allowed  charges  (AC)  were  split  into  allowed  charges 
for  each  of  the  two  additive  factors.  Tab  A  provides  the  formula  used 
to  determine  AC  under  each  mKxiel. 

10.  Calculations  were  also  made  with  or  without  geogra^iic  practice  cost 
indexes  (GPCI)  applied  to  the  multiplicative  model  and  one  or  both 
conponents  in  the  additive  model  (for  instance,  one  HCFA  mKDdel  applies 
a  GPCI  only  to  the  overhead  cost  factor  for  each  procedure) . 
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11.  The  pixcedure  file  yielded  estimates  at  the  procedure,  specialty  and 
locality  level.  To  estimate  volume  changes,  hcwever,  the  change  in 
total  Medicare  allowed  charges  (for  the  studied  procedures)  for  each 
saitple  practice  was  estimated  lasing  the  provider  file.  For 
beneficiary  cost-sharing  estimates,  all  bills  (for  studied  procedures) 
provided  to  a  sample  beneficiary  during  the  year  were  considered. 

12.  Ihe  allowed  charges  under  RERVS  were  estimated  by  first,  calculating 
the  number  of  RBRVS  units  under  each  payment  model  and  dividing  that 
sum  into  the  ccarparable  current  Medicare  1988  estimates  of  volume 
wei(^ted  allcwed  charges.  This  yielded  a  conversion  factor  (dollar 
amount  per  relative  value  unit)  that  could  be  used  to  convert  each 
procedure's  RBRV  unit  value  into  an  allcwed  charge. 

13.  Conversion  factor  estimates  vary  frcan  model  to  model  because  aggregate 
RERVS  vary  according  to  the  formula  used  and  any  volume  assumptions. 

14.  Budget  neutral  conversion  factor  estimates  were  made  at  national, 
locality  and  specialty  levels  v^en  aj^rcpriate.   (An  example  of  a 
rather  irrplausible  option  would  be  a  model  that  ccaiibined  a  GPCI  with 
locality-specific  budget  neutral  factors.) 


Models  for  Calculating  Procedure  Relative  Values 
Model  Name  Formula 

1.  Harvard 

RBRVS         AC=  (TW)  *  ( l+RPC)  *  ( 1+AST)  *CF 

2 .  PPFiC  AC=  [  (TW*CFVO  +  (PC*G*CCF)  ] 

AEonrvE 

3 .  HCFA  AC=  [  (TW)  *  ( l+AST)  *WCF]  +  (TW*OCFg) 
ADDITIVE 

NO  GPCI 

4 .  HCFA  AC=  [TW*H?DF-L*WCF*  ( 1+AST)  ]  +  (TW*GPCI^*OCFg) 
AEOrnVE  GPCI 

ON  BOTH 

ccMPotmns 

5 .  HCFA  AC=  [TW*WCF*  ( 1+AST)  ] + (TW*GPa^*OCFg) 
AEOmVE  GPCI 

OtJ  OVERHEAD  COSTS 

6.  Charge  Based       AC^^ATTOIAL  AVERAGE  MEDICARE  ALLOWED  CHARGE 
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Definitions 

RBE?VS  =  Resource-Based  Relative  Value  Scale 

AC    =  Allowed  Cliarge  under  Model 

TW    =  Total  Work  (Harvard  Estimate)  -  (Pnxsdure  Specific) 

RPC   =  Relative  Practice  Costs  (Harvard  Estiitate)  -  (Specialty  Specific) 

AST   =  Amortized  Opportunity  Costs  of  Specialty  Training  (Harvard 

Estimate)  -  (Specialty  Specific) 
CF    =  Budget  Neutral  Conversion  Factor 
PC    =  Estimated  Practice  Costs  (PERC  Estimate) 
G    =  Geographic  Adjuster  (PFRC  Estimate) 
CCF   =  Cost  Conversion  Factor  (PFRC) 
CFW   =  Work  Conversion  Factor  (PFRC  Estimate) 
OCFg  =  Overiiead  Conversion  Factor  (Specialty-Specific) 
_  p=l,P  l|l,L  {[Aim^i  *  (PCg)]  *  ALDDWEDSERVpi) 

p=l,P  1^,L  (^  *  ALLOWEDSERV  i) 
WCF   =  work  Conversion  Factor 

^1,P  1=E,L  s=l,s[Am3Wpls  *  (1-PCs)  * 
AUDWEDSERV  [g]  ^  ^ 

P=1,pX=1,L  s=1,s(™*(1+AST)*  ALLDWEDSERVpig) 

GPCI  =  Geographic  Practice  Cost  Index 

GPCIqj^  =  GPCI  Overhead  Index 

PROF  =   Index  of  1979  Median  Hourly  Wage  for  Workers  in  Professional 

Specialty        Occupations  with  5  or  more  years  of  College  (Census) 

(Specialty-Specific) 
P  =  Procedure 
S  =  Specialty 
L  =  Locality 

AIUDW  =  Allowed  Charges  under  Current  System 
PCg  =  Practice  Cost  Percentage  (Specialty-Specific) 
ATTOWEDSERV  =  Allowed  Services 

Refined  Geographic  Practice  Cost  Index  (GPCI)  Models 

Model  Name  Formula 

1.  GPCI  Professional  Index 

GPCI_PROF  =  .542*PEROF  +  .157*STAFF  +  .lll*RENr  +  .056*MI  +  .142 

2.  GPCI  Managerial  and  Professional  Index 

GPCI_MP   =  .542*MP   +   ,157*STAFF  +  .111*RENT  +  .056*MI  +  .142 

3.  GPCI  HCFA  Wage  Index 

GPCI_WAGE  =  .542*WAGE  +   .157*STAFF  +  .lll*RENr  +  .056*MI  +  .142 

4.  GPCI  Per  Capita  Index 

GPCI_PCAP  =  .542*PCAP  +  .157*STAFF  +  .111*RENT  +  .056*MI  +  .142 

5.  GPCI  No-Variation  Index 

GPCI_NOVR  =  .542*1    +   .157*STAFF  +  .111*RENT  +  .056*MI  +  .142 
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6.  GPCI  Overhead  Index 

GPCI_Overiiead  =  .352*STAFF  +  .238*RE2^  +  .120*Mr  +  .305 

DEb'Uii'L'KXfS 

FBOF  Index  of  1979  Median  Hourly  Wage  for  Workers  in  Professional 

Specialty  Occt^jations  with  5  or  more  years  of  College  (Census) 

STAFF    Index  of  1979  Median  Hourly  Wage  for  Administrative  Si^port 
Workers,  Health  Technologists  and  Techs,  and  Registered 
Nurses (Census) 

RENT    Index  of  1987  HUD  Fair  Market  Rent  for  4-Bedroom  Pipt 

MI      Index  of  1985-86  state-average  medical  malpractice  insurance 
premium  for  100,000/300,000  mature  claims-made  coverage 

MP      Index  of  1979  Median  Hourly  Wage  for  workers  in  Managerial  and 
Professional  Specialty  OccL^jations  with  4  or  more  years  of 
College  (Census) 

WAGE    Index  based  on  HCFA  Gross  Hospital  Wage  Index 

PCAP    Index  of  1980  Per  Capita  Inccatne 
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APPENDIX  C 

Geographic  Practice  Cost  Indices 

In  the  Omnibus  Budget  Reconciliation  Act  of  1986,  the  Secretary  was 
required  to  develop  and  assess  an  interim  index  to  measure  "justifiable" 
geograjAiic  differences  in  physicians'  costs  of  providing  services  by 
January  1,  1988  and  a  refined  index  suitable  for  adjusting  relative  value 
and  fee  schedules  by  December  31,  1989.  In  as  much  as  the  RERVS  is  based 
on  resource  costs,  and  because  costs  of  scane  resources  vary  from  one 
geografiiic  area  to  another,  it  is  iirportant  to  consider  how  RERVS-based 
payments  might  appropriately  be  adjusted  from  one  geograjdiic  area  to 
another. 

The  customary,  prevailing,  and  reasonable  payment  system  throu^  its 
use  of  local  prevailing  charges  generally  provides  hi^er  payments  for 
services  rendered  in  areas  v4iere  the  costs  of  practice  and  living  are 
hi^er,  althou^  variations  in  payments  do  not  ajpear  to  adhere  closely  to 
these  differences  in  costs.  Any  RVS  could  be  implemented  in  such  a  way  as 
to  roughly  preserve  the  current  geographic  differences  in  payment  through 
calculating  a  locality  specific  conversion  factor  so  that  the  total  level 
of  payments  to  that  locality  would  be  unchanged.  An  alternative  would  be 
to  adjust  the  national  fee  schedule  with  a  Geographic  Practice  Cost  Index 
(GPCI) .  A  GPCI,  on  the  other  hand,  measures  differences  in  the  levels  of 
physicians  cost  of  providing  services  in  different  geograj^iic  areas. 

Inputs  to  a  GPCI.  A  GPCI  should  reflect  geographic  differences  in  the 
"marketbasket"  of  resource  irputs  needed  to  c^jerate  a  j^ysician's 
practice.  These  might  include: 


Percentage  of  1987 
Input  Components Practice  Costs  (AMA's  SMS) 

Riysicians  Own  Time  (Net  Income)  54.2  % 

Noiphysician  Enployee  Wages  15.7  % 

Office  Rents  11.1  % 

Malpractice  Insurance  5.6  % 

Medical  Si:^plies  5.0  % 

Medical  Equipnent  2.4  % 

"Other"  Ejqjenses  6.0  % 

These  categories  or  itput  prices  are  combined  in  the  GPCI  by  the 
national  cost  shares  that  are  the  ratio  of  costs  to  total  practice  income 
(cost  shares  or  wei(^ts)  .  The  last  three  categories  have  national 


^These  conponents  are  the  same  as  those  used  in  the  construction  of 
the  Medicare  Economic  Index  (MEI) .  However,  the  cost  shares  used  in  the 
construction  of  the  GPCIs  differ  from  those  used  in  the  MEI.  Although  the 
MEI  is  updated  regularly,  the  cost  shares  have  not  been  i;5x3ated  since 
1977.  The  cost  shares  used  in  the  construction  of  the  refined  GPCIs  that 
are  used  in  this  report  are  based  upon  more  current  data  and,  thus, 
differ  from  the  MEI  cost  shares. 
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markets  and  are  assigned  national  average  cost  shares  and  constant  ir^jut 
prices  of  1  in  the  GPCI(s) . 

Index  Form.  The  index  form  most  coranonly  iised  in  the  Government  and 
proposed  for  the  GPCIs  is  called  a  Laspeyres  Price  Index.  It  measures  the 
cost  at  an  area  level  of  puirchasing  a  national  marketbasket  of  resources 
relative  to  the  average  national  costs  of  purchasing  the  same  marketbasket 
of  resources.  Technically,  this  formula  is  the  sum  of  the  area  prices 
times  the  national  cost  shares  divided  by  the  sum  of  the  wei^ts  national 
prices  times  the  national  shares.  Laspeyres  indices  require  rebasing  at 
regular  intervals  in  order  to  capture  changes  in  the  cost  shares.  If,  for 
exairple,  the  percentage  of  a  fiiysician's  office  costs  that  are  spent  on 
malpractice  insurance  is  rapidly  changing,  that  would  require  the  cost 
shares  to  be  reconputed.  Laspeyres  indices,  also,  do  not  capture 
differences  in  prices  that  are  due  to  differences  in  quality  —  again 
because  of  the  fixed  national  cost  shares. 

GeoqraT:^c  Unit.  Ideally,  the  geographic  area  for  v^ch  the  GPCI(s)  is 
ccarputed  should  correspond  to  the  market  areas  in  v^iich  j^ysicians 
purchase  their  irpits.  Geographic  areas  should  meet  scane^\^iat  conflicting 
criteria:  first,  the  areas  should  be  defined  so  that  the  physicians  within 
the  area  face  the  same  set  of  irput  prices;  second,  areas  should  be 
self-contained  to  minimize  border  crossing;  and  third,  areas  should  be 
coitpatible  with  current  administrative  areas  (e.g. ,  carrier  localities) 
for  ease  of  implementation.  Counties  and  zip  code  areas  fit  with  the 
first  criterion  but  are  so  small  that  they  mi^t  inpose  arbitrary 
divisions  and  create  opportunities  for  physician's  to  "game"  the  system. 
Metropolitan  Statistical  Areas  fit  the  first  two  criteria,  but  are  not 
parliicularly  related  to  Medicare  carrier  localities.  Carrier  localities 
are  operationally  desirable  for  their  ease  of  iirplementation,  but  the 
definition  of  localities  varies  from  carrier  to  carrier  and  in  many  cases 
they  do  not  fit  the  first  two  criteria.  State  or  regions  for  the  most 
part  would  often  meet  the  second  criterion  of  limiting  border-crossing 
opportunities,  but  not  the  first  since  there  may  be  more  cost  variation 
within  such  areas  than  among  them. 

Cost  Shares  (Weights) .  As  discussed  earlier  in  the  summary,  a  GPCI  is 
cortposed  of  estimates  of  the  local  prices  of  the  index  conponents  wei^ted 
by  the  national  cost  shares  of  the  index  conponents.  A  GPCI  is  valid  only 
if  the  relative  wei^ts  are  correct.  There  is  scone  enpirical  evidence  to 
suggest  that  the  relative  cost  shares  are  not  uniform  across  specialties 
and  across  geographic  areas.  It  mi^t  be  desirable  to  have  separate 
practice  costs  shares  for  different  specialties  since  specialties  can 
produce  very  different  outputs  and  may  be  errploying  different  mixes  of  the 
categories  of  resources.  Further,  the  mix  or  distribution  of  specialists 
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varies  frcm  area  to  area.  An  examination  of  the  cost  shares  by  specialty, 
however,  shows  that  most  specialties  face  similar  sets  of  costs  with  only 
radiologists,  anesthesiologists,  pathologists,  and  psychiatrists  differir^ 
to  any  degree.  Moreover,  studies  by  the  Urban  Institute  and  others  have 
shown  that  using  specialty  specific  cost  shares  have  little  iirpact  on  the 
values  of  the  GPCIs.  There,  also,  may  be  an  argument  for  having  an  urban 
and  rural  set  of  wei^ts,  since  there  may  be  costs  associated  with 
maintaining  a  rural  practice  that  are  not  present  in  an  urban  practice. 
For  exairple,  a  physician  in  a  rural  area  may  n&ed  to  maintain  capital 
equipment  such  as  x-ray  machinery  that  is  not  necessary  in  urban  areas. 
In  addition,  rural  practices  can  rarely  achieve  the  size  and  consequent 
economies  of  scale  that  are  possible  in  urban  areas.  Health  Care 
Financing  Administration  (HCFA)  grantees  —  The  Urban  Institute  and  the 
Center  for  Health  Econcanics  Researxdi  (CHEK)  ~  are  stocking  this  problem 
and  will  discuss  it  in  their  final  r^»rt. 

Input  Price  Measures.  In  the  GPCI(s) ,  the  same  resource  categories  are 
used  for  the  local  price  measures  as  for  the  wei^ts.  The  resource 
category  of  the  valuation  of  physician's  own  time  (net  income)  is  the 
single  most  iirportant  item  in  the  construction  of  the  GPCI,  representing 
54  percent  of  practice  costs. 

Riysician's  Own  Time.  The  fundamental  reason  for  aciknowledging  area  cost 
differences  in  this  potential  conponent  would  be  to  coitpensate  jAiysicians 
at  the  same  real  rate  across  the  nation  (i.e.,  adjusted  for  the  cost  of 
living  in  the  area) .  This  may  be  a  preferable  cption  if  the  desire  is  to 
compensate  physicians  equitably  across  areas  ~  to  "level  the  playing 
field."  There  are  several  potential  ways  to  measure  this  price  and 
choosing  a  proxy  for  this  category  hinges  on  our  understating  of  how 
locational  decisions  are  made  by  physicians. 

Since  physicians  are  free  to  work  where  they  desire  and  at  the  job  of 
their  choice,  the  physician's  time  must  be  purchased  in  a  national 
market.  Althou^  payments  for  physician  services  may  be  distorted 
relative  to  the  payments  for  physician  services  that  would  occur  in  a 
fully  corrpetitive  market,  many  of  the  factors  that  determine  v*iere 
physicians  practice  and  how  much  time  they  work  are  those  of  a 
conventional  market.  They  are  likely  to  select  sites  that  provide 
monetary,  emotional,  social,  and  or  intellectual  rewards  that  ireet  their 
personal  needs.  For  a  physician,  the  relation  between  inccane  and  cost  of 
living  is  clearly  one  factor  influencing  the  decision  on  v^ere  to 
practice,  but  other  factors  are  probably  inportant  as  well,  includirg 
opportunity  to  share  work  with  other  physicians,  a  supportive  practice 
environment,  and  the  social,  educational,  and  physical  opportunities  of 
the  location.  Thus,  v*iile  cost  of  living  influences  the  physician's 
decision  on  v*iere  to  locate,  it  is  not  clear  that  cost  of  living  is 
determining;  many  v^o  have  studied  physician  shortages  believe  that 
attracting  physicians  to  shortage  areas  will  be  difficult  even  if  net 
income  bears  the  same  relationship  to  cost  of  living  in  shortage  areas 
that  it  does  in  areas  v*iere  physicians  are  plentiful.  Further,  attracting 
physicians  to  live  in  rural  areas  may  be  difficult  because  the  conditions 
of  practice  (solo  practice,  long  hours,  and  inability  to  specialize)  are 
stressful  and  j^ysicians  do  not  like  living  in  isolation  from  professional 
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colleagues  and  the  amenities  of  city  life.  This  argues  that  basing  the 
measure  of  j^ysician's  own  time  on  cost-of-living  would  overccitpensate  the 
high  cost-of-living  areas  and  underaxtpensate  the  1cm  cost-of-living 
areas.  Moreover,  there  are  no  available  cost  of  living  data  that  measure 
variation  across  all  areas  of  the  country,  and  the  accuracy  of  the  values 
of  any  of  the  available  cost-of-living  indices  is  questionable. 

A  solution  to  this  problem  is  to  use  measures  of  earnings  that 
incorporate  both  cost  of  living  data  and  amenities.  There  are  a  number  of 
potential  earnings  data  proxies  based  on  Census  data  such  as  the  hourly 
earnings  of  professionals,  hourly  earnings  of  professionals  and  managers, 
the  hourly  earnings  of  all  workers,  hourly  earnings  of  all  v^te  collar 
workers,  and  measures  based  on  per  capita  income,  and  HCFA  wage  index. 
The  argument  for  using  the  first  two  proxies  is  to  model  the  geographic 
differences  in  physician's  own  time  by  a  grot^)  with  similar  tastes  and 
preferences.  The  central  weakness  with  this  argument  is  that  if  there  is 
less  demand  for  other  professionals  in  a  particular  area  than  for 
physicians  then  the  payment  determined  from  the  earnings  of  other 
professionals  may  not  be  sufficient  to  attract  an  adequate  number  of 
physicians.  The  latter  proxies  are  based  on  an  equity  or  leveling 
argument  —  v*iy  should  physicians  be  treated  any  differently  than  the 
average  citizen.   The  cost  of  living  and  locational  preferences  for  an 
average  citizen,  however,  may  not  be  a  good  prosQ?^  for  the  cost  of  living 
and  amenity  preferences  of  physicians  and  any  adjustments  based  on  these 
proxies  mi^t  lead  to,  at  the  very  least,  inapprcpriate  payments. 

Overhead  Costs.  In  the  GPCIs  developed  by  the  Urban  Institute  and  CHER 
there  are  three  overhead  cortponents  that  have  local  price  measures; 

Employee  wacres  as  measured  by  the  median  hourly  earnings  of  workers  in 
administrative  support,  health  technologist,  and  registered  nursing 
occupations  from  the  1980  Census.  The  Urban  Institute  and  CHER  are 
examining  ways  to  i.pdate  this  proxy,  but  any  adjustment  will  only  be 
approximate  and  based  on  broad  regional  patterns. 

Office  rents  that  are  based  on  the  HUD  apaortment  "fair  market  rents." 
This  series  only  includes  residential  data  and  if  the  geograjiiic  level 
of  prices  is  different  for  commercial  asrpared  to  residential  rents, 
the  results  will  be  biased  in  sane  unknown  way.  This  series,  because 
of  rent  control,  is  clearly  problematic  for  New  York  City. 

Malpractice  insurance  premiums  as  measured  by  estimates  of  actual 
e>q)enses  for  $100,000/$300,000  of  professional  liability  coverage  from 
the  HCFA  Survey  of  Malpractice  Insurers  weighted  by  specialty.  Since 
these  data  are  for  a  limited  and  new  somesrAiat  unccanmon  coverage 
option,  it  may  not  reflect  the  true  unknown  geographic  price 
dispersion  of  all  malpractice  coverage. 

There  is  some  debate  as  to  v^iether  a  measure  of  jiiysician's  cwn  time 
should  be  included  in  the  construction  of  the  GPCI.  There  is  scane  feeling 
that  including  this  measure  would,  in  some  way,  disadvantage  rural  areas 
and,  further,  that  the  government  does  not  adjust  eirployee  salaries  or 
social  security  payments  for  cost  of  living  and  amenities  in  any  other 
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areas.  However,  this  policy  would  pay  physicians  only  nomincilly  the  same 
and  it  would  be  very  different  in  real  terms.  This  issue  warrants  further 
consideration . 

Update  Factors.  Since  the  price  measure  for  physicians  cwn  time  and 
eitployee  wages  are  based  on  1980  data,  they  may  not  reflect  current 
geograjdiic  cost  differences.  Update  factors  for  these  ccarponents  mi^t  be 
obtained  frcm  other  more  recent  but  more  aggregated  data  sources  such  as 
the  Consumer  Price  Index,  the  Current  Peculation  Survey,  or  the  Area  Wage 
Survey  (for  eirployee  wages,  only) .  The  proposed  i^xJate  factors  from  the 
different  somx^es  ajpear  to  be  consistent  in  direction  and  effect,  but 
further  stu(^  is  needed  to  determine  their  desirability. 
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APPENDIX  D 
PJ.lcMed  (Jiatxfes  by  HCPCS  for  Additive  RVS  Models 
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Appendix  E 

Allot/ed  Charcfes  for  Selected  Anesthesia  Procedijres 

i^jpendix  D  does  not  include  payment  amounts  for  anesthesia  codes.  While 
the  Harvard  study  generated  relative  work  values  for  19  anesthesia 
procedur-es,  it  was  not  possible  to  generate  allowed  charge  amounts  for 
these  procedures  since  the  Part  B  Medicare  Annual  Data  (EMAD)  procedure 
file  did  not  record  the  number  of  procedures  provided. 

The  problem  of  generating  allowed  charges  for  anesthesia  was  further 
conplicated  by  the  fact  that  carriers  pay  for  anesthesia  services  by  using 
Current  Procedural  Terminology  surgery  codes  rather  than  anesthesia 
codes.  This  problem  was  solved  by  crosswalking  these  19  anesthesia  codes 
to  over  500  surgery  codes.  To  generate  the  frequency  of  anesthesia 
procedures,  the  1987  EMAD  beneficiary  file  was  used  under  the  assumption 
that  each  claim  for  anesthesia  r^resented  one  procedure.  By  using  this 
method  it  was  also  possible  to  coitpute  mean  allowed  charges  under  the 
current  payment  system. 

Current  anesthesia  allowed  charges  by  procedure  were  compared  to 
allowed  charges  under  the  following  additive  model: 

ALDDWED  CHARGE  =  ( (TW*(1+AST) )  *WCF)  +  Overhead  Pass  Through^ 

TW  is  total  work  for  the  procedure, 

AST  is  the  opportunity  cost  factor, 

WCF  is  the  conversion  factor  for  work  based  upon 

non-anesthesia  budget  neutral  payments  (ajproximately 
28  cents) ,  and 

Overhead  Pass  Throu^  is  the  practice  cost  payments  equal 
to  44.1  percent  of  current  allowed  ciiarges  for 
services  for  anesthesiologists. 


The  estimated  allowed  charges  for  the  anesthesia  procedures  are  presented 
in  Table  E.l. 


■4his  model  is  similar,  but  not  identical,  to  the  HCFA  additive 
model  without  a  Geographic  Practice  Cost  Index.  It  is  also  similar,  but 
not  identical,  to  the  Physician  Payment  Review  Coaranission's  additive 
model. 
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Table  E.l 

Allowed  Charges  Under  Additive  RVS  Model  for  Anesthesia 
Procedures  Surveyed  by  Harvard  PERVS  Stuc^ 


Number 

Anesthesia 

of 

Allowed 

Estimatjfid 

Percent 

Code 

Services 

Charges 

RVS  Payment 

Difference 

Difference 

Total 

105915 

28863327 

23692452 

-5170874 

-17.9 

00142 

36674 

7202752 

6002571 

-1200181 

-16.7 

00210 

1023 

491740 

443151 

-48589 

-9.9 

00350 

2426 

1005956 

830979 

-174977 

-17.3 

00404 

2083 

527715 

439434 

-88281 

-16.7 

00562 

5643 

4774599 

3676095 

-1098504 

-23.0 

00770 

1331 

786452 

699914 

-86539 

-11.0 

00790 

10277 

2969008 

2329197 

-639811 

-21.6 

00806 

574 

109313 

83371 

-25942 

-23.7 

00840 

11521 

3489584 

3126136 

-363448 

-10.4 

00850 

34 

7483 

7060 

-422 

-5.6 

00910 

11062 

1559542 

1080255 

-479286 

-30.7 

00914 

11442 

2398683 

2047397 

-351287 

-14.6 

00940 

2607 

313438 

222055 

-91383 

-29.2 

01210 

1742 

474997 

425322 

-49675 

-10.5 

01214 

3478 

1382683 

1177619 

-205064 

-14.8 

01270 

2273 

1056913 

849815 

-207098 

-19.6 

01382 

1725 

312468 

252081 

-60387 

-19.3 

SOURCE:  Health  Care  Financing  Administration,  Office  of  Researtdi  and 
Demonstrations.  1987  BMAD  beneficiary  file. 
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Executive  Summary 

Pursuant  to  section  4056(c)  (1)  of  the  Onnibus  Budget  Reconciliation 
Act  of  1987,  the  Secretary  has  pr^)ared  this  report  to  Congress  on 
technical  and  cperational  issues  that  would  be  raised  by  inplementing  a 
national  Medicare  fee  schedule  for  physician  payment.  The  r^x>rt  is 
organized  in  three  sections.  Section  A  discusses  transition  options  and 
major  policy  issues.  Section  B  addresses  more  ancillary  issues  and 
Section  C  discusses  issues  that  will  arise  subsequent  to  fee  schedule 
iitplementation . 

A.   Transition  and  Major  Policies 

1.  Overview 

If  a  resource-based  relative  value  scale  (RERVS)  is  enacted,  the 
D^artment  reccanmends  a  transition  period  of  several  years,  prior 
to  inplementing  a  totally  RBRVS.  During  this  pericxi, 
charge-based  fee  schedule  payments  would  begin.  There  would  next 
be  a  blend  of  RERVS  and  charge-based  RVS  payments;  and,  finally, 
payment  based  solely  on  RBE?VS  would  be  instituted.  This  type  of 
transition  is  reccaratiended  in  order  to: 

o    insure  accuracy  of  payments; 

o    achieve  budget  sensitive  payment  results,  v*iile  making 
geografiiic  and  cxxiing  changes; 

o    determine  behavioral  dianges  occurring  as  payment  is  based 
more  and  more  on  RERVS; 

o    identify  emerging  beneficiary  access  problems;  and 

o   v*iere  appropriate,  make  mid-course  payment  corrections  or 
adjustments. 

2.  Alternative  Implementation  Models 

There  are  basically  two  iitplementation  approaches.  One  approach 
(i.e..  Model  1)  is  to  irrplement  the  fee  schedule  all  at  once — no 
fiiase  in.  Under  this  approach,  the  current  payment  system  would 
remain  in  effect,  probably  throu^  1992  and,  during  this  period, 
new  geograpiiic  areas  and  uniform  codes  and  glctoal  surgical 
packages  would  be  instituted. 

Model  2  provides  for  a  f*iase  in  period,  during  T(\Aiich  payments  are 
made,  in  part,  on  the  basis  of  an  REKVS  fee  schedule.  As 
discussed  above,  this  is  the  approach  we  are  reccamnending. 
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3.  IMiform  Code  Definitions 

We  are  reccxranending — 

o   uniform  gl<±al  surgical  packages  based  on  the  current  dominant 
practice; 

o   clarification  of  ambiguous  codes;  and 

o   collapsing  of  many  seldom-used  codes. 

4.  Gf&xjrsptnjc  Adjustment 

If  differentials  based  on  geography  are  to  be  recognized,  current  work 
must  be  completed  on  various  geographic  practice  cost  indices.  Also,  a 
decision  moust  be  made  regarding  whether  current  payment  localities 
would  be  retained  under  a  national  fee  schedule.  If  metropolitan 
statistical  areas  are  chosen  as  localities,  significant  technical 
issues  arise  if  budget  neutral  or  budget  sensitive  expenditur-es  are  to 
be  maintained. 

5.  Conversion  Factors  and  Budget  Neutrality 

If  conversion  factors  are  to  be  "budget  neutral,"  we  recommend  that,  in 
the  statute,  the  Secretary  be  given  substantial  latitude  in  defining 
budget  neutrality.  Ihis  is  because  of  data  prctolems  that  would  be 
associated  with  standardizing  geogra^iic  areas,  service  definitions, 
and  gl(±>al  packages  during  fee  schedule  irrplementation. 

B.  Ancillary  Policies 

Generally,  we  are  reccmmending  that  the  Secretary  be  given  the  discretion 
to  address  these  policies  by  regulation.  The  policies  include  such  issues 
as  how  to  pay  for  multiple  procedures,  bilateral  procedures,  and  care 
rendered  by  assistants-at-surgery  under  a  fee  schedule. 

C.  Post-implementation  Issues 

1.  New  and  Charcfed  Codes 

We  recommend  that,  for  new  services — i.e.,  services  without  national 
relative  values,  fee  schedule  payment  be  made  on  the  basis  of 
locally-established  relative  values. 

When  Current  Procedural  Terminology  code  revisions  are  made  annually 
(i.e.,  for  existing  services),  we  recommend  immediately  establishing 
relative  vcilues  for  the  revised  codes  by  maJcing  ajprc^riate  adjustitients 
to  the  relative  value  (s)  of  the  predecessor  code(s) .  The  nature  of  the 
adjustments  would  depend  on  the  nature  of  the  code  change (s) . 

2.  Relative  Value  and  Conversion  Factor  Updates 

We  recommend  malcing  relative  value  revisions  every  5  years  to  reflect 
practice  cost  and  work  changes.  We  recommend  3-year  ii^xiate  intervals 
to  reflect  new  services.  We  recommend  an  annucil  conversion  factor 
update. 
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National  Fee  Schedule  Implementation 
For  Medicare  Physician  Payment 

Section  4056(c)  (1)  of  the  Omnibus  Budget  Reconciliation  Act  of  1987  (OBRA 
1987)  requires  that  the  Secretary  conduct  a  study  on  Medicare's  irrplementation 
of  a  national  fee  schedule.  The  section  reads  as  follows: 

"The  Secretary  shall  conduct  a  study  of  changes  in  the  payment 
system  for  physicians'  services,  under  part  B  of  title  XVIII  of  the 
Social  Security  Act,  that  would  be  required  for  the  iirplementation 
of  a  national  fee  schedule  for  such  services  furnished  on  or  after 
January  1,  1990.  Such  study  shall  identify  any  major  technical 
prctolems  related  to  such  inplementation  and  recommendations  on  ways 
in  v^ch  to  address  such  prctolems.  Ihe  Secretary  shall  r^ort  to 
the  Congress  on  such  study  by  not  later  than  July  1,  1989." 

In  compliance  with  this  provision,  the  Department  of  Health  and  Human 
Services  (the  Department)  has  reviewed  the  various  technical  and  cperational 
issues  vAiich  would  arise  if  a  national  fee  schedule  were  adcpted  by  Medicare. 
Special  attention  has  been  given  to  issues  associated  with  iitplementing  a  fee 
schedule  based  on  a  resource-based  relative  value  scale  (RERVS) ,  such  as  the 
one  recently  developed  by  Harvard  researchers. 

This  r^»rt  is  organized  into  three  sections.  Section  A  addresses 
transition  and  major  policy  issues.  Section  B  addresses  more  ancillary 
issues.  Section  C  discusses  post-iitplementation  issues. 

A.  Transition  and  Major  Policies 

1.  Overview 

Inplementation  of  a  national  fee  schedule  for  payment  of  physician 
services  under  Medicare  would  be  a  challenging  task  for  the  Health  Care 
Financing  Administration  (HCFA)  and  the  53  Medicare  carriers.  A  number 
of  complex  tasks  would  need  to  be  accomplished  in  a  carefully  sequenced 
manner  if  inplementation  is  to  have  a  predictable  effect  on  payment 
levels  and  budget  outlays  and  if  the  risk  of  a  major  system  failure  is 
to  be  minimized. 

The  Department  recommends  that  if  RERVS-based  payments  are  enacted, 
they  be  phased   in  over  a  period  of  several  years,  using  a  percentage 
blend  between  current  charge  based  payments  and  RBRVS-based  payments. 
This  approach  would  permit  orderly  iirplementation,  minimize  potential 
risks  to  access,  and  provide  0iysicians  with  an  opportunity  to  adapt  to 
changes  in  payment. 

Significant  lead  time  is  needed  before  implementation  of  a  n&fi  payment 
system  based  fully  on  RERVS.  This  is  needed  to  assure  a  reasonable 
level  of  accuracy  in  payment  determinations.  Accurate  calculation  of 
budget  neutral  (or  budget  sensitive)  payment  rates  will  be  difficult. 
The  financial  interests  of  three  parties  are  at  stake:  beneficiaries, 
providers,  and  Government.  Errors  could  short-change  physicians. 
Alternatively,  errors  could  increase  Federal  outlays  by  hundreds  of 
millions,  or  even  billions  of  dollars,  with  corresponding  increases  in 
beneficiary  copayments  and  premiums. 


Substanticil  changes  in  payment  would  ocicur  under  an  RERVS-based 
fee  schedule.  These  changes  are  greater  in  magnitude  and  far 
more  extensive  than  any  previous  changes.  As  a  result,  the 
iirpact  on  physician's  willingness  to  treat  Medicare  patients  and 
aco^jt  assignment  cannot  be  predicted  with  confidence.  A  gradual 
transition  over  a  several  year  period  would  give  physicians  an 
opportunity  to  adapt  and  would  permit  mid-course  corrections  if 
serious  problems  were  to  develop. 

Severed  background  points  may  illustrate  the  need  for  a 
deliberate,  st^j-wise  ajproadh. 

Medicaiie  Part  B  must  provide  accurate  payment  determinations  for 
over  a  billion  individual  services  each  year.  Medicare  is 
expected  to  process  approximately  463  million  claims  during  1990, 
with  an  average  of  2.3  items  per  claim.  Separate  areawide 
prevailing  charge  limits  are  maintained  for  approxiitately  7,000 
procedures  in  each  of  the  current  250  payment  localities,  often 
with  multiple  limits  for  a  dozen  or  more  different  specialties. 
Additionally,  customary  charge  profiles  are  maintained  for  each 
of  500,000  physicians  providing  services  to  Medicare  patients. 

A  further  complication  stems  frcan  the  decentralized  nature  of  the 
current  Part  B  system.  A  national  fee  schedule  requires  a 
nationcil  payment  system  with  uniform  rules  and  policies, 
otherwise  uniform  national  payment  allcwances  could  be 
ineqiiitable.  At  present,  however,  there  is  substantial  variation 
across  the  country. 

The  original  Medicare  legislation  in  1965  gave  carriers  broad 
discretion  to  implement  policies  that  were  afprx^riate  for  local 
circumstances.  Ihis  has  led  to  wide  variations  in  local  payment 
policies.  While  HCFA  has  made  considerable  progress  in  recent 
years  in  conforming  policies  nationwide,  substantial  variation 
still  remains,  especially  in  terms  of  procedure  coding. 

Some  carriers  include  a  broad  range  of  pre-  and  post-hospital 
services  in  glc*)al  fee  definitions  for  surgical  procedures. 
Others  have  a  much  more  limited  definition.  These  variations 
could  substantially  affect  payments  if  prc^jer  adjustments  are  not 
made. 

Significant  diversity  also  exists  in  terms  of  the  geograj^c 
basis  for  payment  determinations.  Jfost  carrier  areas  correspond 
to  State  boundaries.  Some  carriers  have  a  single  payment 
locality;  others  have  multiple  localities.  Locality  boundaries 
do  not  correspond  to  any  uniform  system,  such  as  metrc^xDlitan 
statistical  areas  (MSAs) . 

Thus,  transition  to  a  national  fee  schedule  will  require 
completion  of  two  major  tasks:  the  current  customary, 
prevailing,  and  reasonable  charge  payment  system  must  be  replaced 
with  an  RBRVS-based  fee  schedule  and  diverse  coding  and 
geographic  policies  must  be  conformed  to  a  single  uniform 
nationcil  policy. 


Ihe  cx>nstraint  of  budget  neutral  (or  budget  sensitive) 
iirplementation  further  conplicates  the  task.  This  requires  the 
develc^xnent  of  a  "crosswalk"  between  current  payment  levels, 
based  on  current  coding  and  geograpiiic  conventions,  and 
corresponding  payment  levels  under  the  new  uniform  national 
policies. 

An  additional  factor  is  the  status  of  the  RERVS  itself.  A 
ccmplete  RBRVS  will  not  be  available  until  July  1,  1990,  at  the 
earliest.  Relative  values  are  currently  available  for 
approximately  1,400  codes  out  of  a  total  of  7,000.  The  Harvard 
team  is  currently  engaged  in  a  second  phase  of  the  RERVS  study 
scheduled  for  completion  by  July  1,  1990.  This  phase  will 
provide  relative  values  for  additional  codes,  such  that  codes  for 
viiich  relative  values  are  established  will  account  for  95  percent 
of  Medicare  outlays.  Significant  changes  in  currently  available 
relative  values  are  likely  to  result  from  a  variety  of  ongoing 
revisions  and  refinements  planned  by  the  Harvard  team  for  the 
second  fdiase. 

2.  Alternative  Implementation  Models 

There  are  basically  two  iirplementation  approaches.  One  approach 
(i.e..  Model  1)  is  to  iitplement  the  fee  schedule  all  at  once. 
Another  (Model  2)  is  to  transition  payments  toward  the  final  fee 
schedule  model.  Under  MDdel  1,  the  current  payment  system  would 
remain  in  effect,  prctoably  throu^  1992.  During  this  time 
uniform  definitions  and  geogra^iic  areas  would  be  adcpted.  The 
major  advantage  of  this  cption  is  its  orderliness.  No  payment 
changes  would  occur  until  after  all  related  "housekeeping" 
adjustments  have  been  made.  Its  major  disadvantage  is  the 
slcwness  with  vMch  we  would  be  moving  tcward  v*iat  is  presumably 
a  more  apprcpriate  payment  methodology. 

Model  2  assumes  that  a  resource-based  fee  schedule  will  be 
adopted.  On  an  interim  basis,  however,  it  recommends  paying  on 
the  basis  of  a  charge-based  fee  schedule,  then  on  the  basis  of  a 
blend  of  charge  and  resource-based  and  finally,  solely  on  the 
basis  of  an  RERVS.  This  interim  blended  payment  approach 
provides  an  opportunity  for: 

o   physicians  to  adapt  to  payment  changes; 

o   HCEA  to  determine  behavioral  changes;  and 

o   HCEA  to  identi:^  beneficiary  access  prctolems  as  they  emerge. 

3.  IMiform  Code  Definitions 

There  are  essentially  two  major  ways  in  vAiich  code  definitions 
must  be  made  uniform  prior  to  itiplementing  any  national  fee 
schedule.  First,  the  ccarponents  of  a  service  should  be  uniform 
across  carriers.  And,  secondly,  the  definition  of  the  service 
itself,  regardless  of  its  conponents,  should  be  clear, 
unambiguous,  and  subject  to  little  variation  in  interpretation. 


a.  Uniform  global  definitions  of  services  and  payments 

Carriers  should  characterize  in  the  same  way  the  extent  to  vdiidh 
a  particular  service  or  code  includes  ancillary  services  and 
supplies  and,  in  the  case  of  surgery,  pre-  and  post-qperative 
care  such  as  visits.  This  is  inportant  for  iirplementing  a 
national  fee  schedule  because  failure  to  establish  such 
uniformity  can  negate  the  validity  of  the  assigned  relative 
values.  Ihis  is  especially  the  case  for  resource-based  relative 
values.  When  a  national  value  is  established  based  on  one 
assumption  of  a  gldaal  definition,  overpayments  will  result  if 
the  actual  global  definition  is  less  cotprehensive.  Only  if  the 
carriers  have  the  same  definitions  are  the  same  relative  values 
apprcpriate. 

Currently,  there  is  substantial  variation  across  carriers  in  the 
way  that  globed  packages  are  defined  for  payment  purposes. 
Consistent  with  section  4056(a)  (1)  of  OBRA  1987,  HCFA,  along  with 
the  Health  Insurance  Association  of  America  (HIAA)  and  the  Blue 
Cross  and  Blue  Shield  Association  (BC/BSA) ,  recently  conducted  a 
survey  of  insurance  catpanies  to  determine  their  global  surgery 
practices.  They  found  that  most  cairriers  had  global  payment 
padcages,  but  that  wide  variation  existed  in  terms  of  the  nature 
of  those  packages. 

The  most  significant  aspects  of  variation  in  glc±)al  fees  are: 

Pre-operative  Care:  While  74  percent  of  carriers  iiKilude  seme 
pre-operative  care  in  the  global  surgical  fee,  the  sccpe  of 
services  included  varies. 

o   Two-thirds  of  the  carriers  that  include  pre-<perative 
care  in  the  surgical  qldbal  fee  relate  the  pre-operative 
period  to  a  specified  number  of  days  prior  to  surgery. 
The  number  of  days  covered  ranged  from  the  actual  day  of 
surgery  itself  to  30  days  prior  to  surgery.  The  most 
frequent  period  was  3  days  (cited  by  40  percent  of 
carriers)  and  7  days  was  the  next  most  frequent  (21 
percent  of  carriers) . 

o   Seventy-two  percent  of  carriers  include  the  surgeon's 
evciluation  affirming  the  diagnosis  in  the  gldbaH  fee. 
And  53  percent  of  carriers  cilso  include  in  the  gldoal  fee 
the  surgeon's  consultation  regarding  the  need  for 
surgery. 

o   Forty-two  percent  of  carriers  cover  medical  treatment  of 
the  condition  prior  to  surgery  in  the  gl<±>al  fee. 
Fifteen  percent  of  carriers  include  diagnostic  testing  by 
the  surgeon  and  21  percent  include  extended  medical  care 
to  prepaore  the  patient  for  the  surgical  procedure. 

Post-Operative  Care:  While  most  carriers  include  post-cperative 
care  in  the  surgical  glc±al  fee,  they  vary  in  the  services 
inclijded. 


o   Seventy-nine  percent  of  the  carriers  ertplcy  specific  time 
periods  after  the  surgery  to  designate  a  post-c^)erative 
period.  Surgeon's  care  provided  within  this  period  is 
considered  to  be  in  the  glc±al  fee.  Of  the  remaining 
carriers,  18  percent  defined  the  end  of  the 
post-<perative  period  as  the  date  of  the  patient's 
discharge  from  the  surgeon's  care  and  3  percent  as  the 
date  of  the  patient's  discharge  frcan  the  hospital. 

o   Of  carriers  using  a  specific  time  to  define  the 

post-cperative  period,  there  is  significant  variation 
among  carriers  in  the  number  of  days  ODvered.  For 
exairple,  for  cataract  extraction  with  intraocular  lens 
insertion,  29  percent  of  carriers  reporting  used  120  days 
vAiile  another  29  percent  used  30  or  f®ver  days.  For 
by-pass  surgery,  58  percent  of  cainriers  used  90  days 
v*iile  18  percent  used  14  or  fewer  days. 

The  PERC,  throu^  the  use  of  a  consensus  panel,  has  made  a 
recommendation  for  a  global  surgical  policy.  Essentially, 
the  PFRC  excludes  frcan  the  gl<±>al  payment:  the  principal 
surgeon's  initial  consultation,  pre-cperative  hospital  visits 
occurring  prior  to  the  day  before  surgery,  related 
post-cperative  visits  after  the  90  day  period  following 
surgery,  post-cperative  visits  for  prdDlems  unrelated  to  the 
diagnosis  leading  to  surgery,  technical  procedures  not 
usually  performed  at  the  time  of  surgery,  unrelated 
concurrent  operations,  and  re-cperations  for  coitplications. 

The  inplotnentation  of  any  uniform  glcfcal  surgical  fee 
involves  significant  transition  issues.  Surgeons  must  learn 
new  rules.  Carriers  need  to  dbtain  data  on  the  frequency 
with  v^ch  services  are  billed  outside  the  uniform  gldaal  fee 
compared  to  the  carrier's  current  billing  practices. 

From  the  perspective  of  atteirpting  to  maintain  budget 
neutrality  v^en  iitplementing  a  uniform  definition, 
irtplementation  of  the  E^ysician  Payment  Review  Ccatnmission 
(PERC)  prcposal  is  extremely  prc±>lematical .  Ihe  PBRC 
definition  is  essentially  a  "minimum"  glctoal  fee  vtiich 
unbundles  significant  amounts  of  services  currently  included 
in  many  carrier  glc±al  fees.  No  data  currently  exists  on  the 
extent  to  v*iich  services  new  included  in  gldbal   fees  would  be 
billed  s^)arHtely.  Unless  data  were  (±»tained  on  the 
frequency  of  separate  billings  using  the  PFKC  definition,  its 
ijtplementation  could  make  calculation  of  a  "budget  neutral" 
conversion  factor  virtually  inpossible.  The  PFRC  definition 
also  presents  surgeons  with  "gaming"  c^portunities  v*iereby 
they  can  bill  for  separate  services  as  a  way  to  recotp  losses 
from  reducing  overpriced  procedures. 

Therefore,  we  reccanmend  that  the  Secretary  be  given  the 
authority  to  establish  a  global  surgical  package  v*iich 


approximates  the  global  package  practice  new  applicable  to 
most  surgical  services  paid  for  by  Medicare. 

b.  Ifriiform  interpretation  of  currently  ambiguous  codes 

The  definitions  of  some  codes  are  ambiguous  and  those  codes  have 
therefore  been  subject  to  varying  interpretations  by  both 
jAiysicians  and  Medicare  carriers.  Ihis  is  especially  a  prctolem 
for  visit  and  consultation  services.  In  a  November  1988  r^xsrt, 
the  D^jartment's  Office  of  the  Inspector  General  (OIG)  found  wide 
variations  across  carriers  in  hew  they  code  office  and  hospital 
visits.   ("Prctolems  With  Coding  of  Fhysician  Services",  OIG) . 
Figures  A  and  B  in  ^^pendix  A  are  frcm  the  OIG  report.  Those 
figures  reflect  the  wide  variation  in  code  usage  among  carriers. 
For  exanple,  figure  A  shews  that  for  code  90050,  one  carrier  had 
77  percent  of  its  total  billings  for  that  code,  v*iile  another  had 
3  percent  of  its  total  billings  for  that  code.  HCFA  has  also 
ccstpared  the  lose  of  scane  visit  and  consultation  codes  in  1986 
among  carriers.  We  similarly  found  wide  variations.  For 
exairple,  we  found  that  the  percentage  of  established  patient 
office  visits  v^iich  were  for  "extended"  services  (code  90070) 
ranged  frcm  1.7  percent  in  one  carrier  to  23.1  percent  in 
another.   (See  ^pendix  A.)  These  differences  are  too  wide  to  be 
explained  by  differences  in  patient  mix,  thereby  suggesting 
widely  varying  carrier  and  ^lysician  interpretations. 

If  a  national  fee  schedule  is  to  be  inplemented,  there  must  be 
uniform  understanding,  across  providers  and  carriers,  of  \(\*iat 
activities  constitute  particular  services.  Work  is  underway  in 
both  IKTA  and  the  PFRC  to  irtprove  code  specificity  and  prcjtote 
uniform  interpretation.  The  Harvard  researchers  have  recommended 
that  we  consider  adding  time  duration  or  scheduled  time  to  help 
reduce  ambiguity.  A  similar  reccanroendation  was  made  by  the  PERC 
in  its  1989  annual  r^xDrt  to  Congress. 

HCFA  has  serious  concerns  about  adding  time  to  visit  and 
consultation  code  definitions.  Such  a  change  would  greatly 
ccsnplicate  budget  neutrality  calculations.  With  ajproximately 
$10  billion  in  payments  for  visits  and  consultations,  a  5  percent 
error  could  result  in  a  $500  million  increase  in  outlays.  The 
calculation  of  budget  neutral  conversion  factors  mi^t  be 
possible  only  if,  for  a  period  of  time,  payments  under  the  new 
definitions  aoce  made  within  the  current  payment  system.  Data 
from  that  period  could  then  serve  as  a  base  for  conversion  factor 
calculations. 

In  addition,  the  concert:  of  including  time,  althou^  an 
interesting  idea,  has  not  been  well  developed  or  tested.  The 
PFRC  r^xDrt  notes  a  number  of  serious  prctolems  with  adding  time 
to  the  visit  and  consultation  code  definitions.  These  include: 
hew  to  define  and  measure  time,  hew  to  audit  time,  hew  to  insure 
that  physicians  are  not  rewarded  for  inefficiency,  vAiether  time 
is  intra-prxx^edure  time  or  vAiether  it  also  includes  pre-  and 
post-time,  and  hew  scheduled  time  is  determined  (if  that  concept 
is  used) . 
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As  required  by  section  9331(d)  of  OBRA  1986,  HCFA  is  also  working 
on  ways  to  consolidate  as  well  as  clarify  ainbiguous  codes.  We 
have  recently  suggested  certain  possible  consolidations  to  the 
American  Medical  Association  (AMA)  and  requested  its  opinion 
regarding  those  possibilities.   (See  i^rpendix  B. )  We  have  also 
proposed  to  the  AMA  the  elimination  of  low  volume  codes  to 
sirrplify  the  coding  system.  In  this  connection,  it  should  be 
noted  that,  based  on  1987  Medicare  data,  of  approximately  7,000 
Current  Procedure  Terminology  (GET)  codes,  nearly  2,000  were  used 
fewer  than  100  times;  2,600  were  used  fewer  than  200  times;  and 
3,500  were  used  fewer  than  500  times.  It  should  be  noted, 
however,  that  some  of  these  codes  may  be  used  more  extensively  in 
the  systems  of  other  payors. 

The  PFRC  has  indicated  that,  in  order  to  iitplement  a  national  fee 
schedule,  there  is  no  need  to  reduce  the  number  of  codes  (Annual 
Ri^xDrt  to  Congress  1988,  p.  57) .  If  the  listed  services  are 
easily  understood  to  be  distinct  frcm  one  another,  but  are  viewed 
to  be  similar  in  relative  value,  the  solution  is  not  to  eliminate 
one  of  the  codes,  but  rather  to  value  the  services  the  same. 
Thus,  for  many  ambiguous  services,  the  PF5RC's  solution  is  to  keep 
the  codes,  iirprove  their  specificity  and,  as  ajprcpriate,  make 
the  same  payment  for  each.  They  hypothesize  that  there  will  be 
no  incentive  to  i:5xx)de  if  the  payments  are  correct.   HCFA  is 
not  as  confident  as  PFRC  about  our  ability  to  dramatically 
improve  the  specificity  of  currently  ambiguous  codes.  While  we 
support  efforts  to  tighten  service  definitions,  we  think  code 
consolidation  can  help  control  upcoding  opportunities  for  those 
services  vAiere  the  definition  is  scsfnevAiat  subjective — e.g. ,  in 
the  visit  area  and  in  areas  v*iere  differences  are  based  on  such 
terms  as  "simple"  or  "ccarplex."  fforeover,  we  believe  reduction 
of  codes  and  elimination  of  lew  volume  codes  would  greatly 
improve  the  validity  of  the  fee  schedule.  Our  reasoning  is  that 
it  is  much  more  difficult  to  establish  reliable  relative  values 
for  low  volume  services  and  using  charges  to  extrapolate  such 
values  for  such  services  can  lead  to  aberrant  results.  Also, 
seldom  used  codes  detract  from  rather  than  enhance  strong  program 
administration  since:   (1)  ccaiputer  capacity  is  used  that  could 
be  better  used  for  other  purposes  (e.g. ,  identifying  claims  for 
medical  review) ;  and  (2)  carrier  staff  resources  are  diluted. 

4.  Geoqra]:^c  Differential  in  Payments 

If  differentials  based  on  geograj±iy  are  to  be  recognized,  we  must 
take  two  st^)s: 


•^In  its  1989  report,  the  PFRC  further  indicates  that  reducing  the 
numbers  of  levels  of  service  is  not  likely  to  reduce  i^xxding.  In  fact, 
the  PFRC  has  reccsnmended  that  the  code  consolidation  stuc^  mandated  by 
section  9331(d)  of  OBRA  1986,  be  delayed. 

7 


a.  Finalize  a  qeoqrapjiic  practice  cx>st  index. 

In  December  1987,  multiple  versions  of  interim  geograEdiic 
practice  cost  indices  (GPCIs)  were  ccatpleted  by  the  Urban 
Institute  and  the  Center  for  Health  Econcinics  Research.  Ihat 
work  was  performed  imder  a  HCFA  cooperative  agreement.  By  the 
end  of  1989,  revised  forms  of  GPCIs  are  to  be  ccnpleted. 

b.  Determine  \\^ether  there  continues  to  be  a  need  for  existing 
Medicare  localities  if  a  GPCI  is  adopted. 

Medicare  has  243  pricing  localities.  Nevertheless,  as  has  been 
observed  by  the  GPCI  researchers,  "the  definition  of  these  areas 
varies  considerably  among  states:  Ei^teen  states  have  a  single 
prevailing  charge  statewide.  Twelve  have  major  contiguous  areas, 
including  both  rural  and  urban  in  the  same  cell.  Seven  states 
have  s^)arate  cells  for  each  major  city,  and  14  have  an  urban 
cell  and  a  rural  cell  or  have  cells  incorporating  several  cities 
of  similar  size."  (Ihe  Develcpment  of  an  Interim  GeograpMc 
Medicare  Econooodc  Index"  by  St^*ien  Zuckerman,  W.P.  Welch  and 
Gregory  Vope,   uipublished  paper,  unnumbered  page.) 

The  establishment  of  geograjiiic  differentials  will  present  seme 
of  the  most  difficult  policy  choices  for  Congress  and  for  HCFA  to 
deal  with  in  the  develcpnent  of  a  national  fee  schedule.  These 
include  the  follcwing: 

vdiether  geograjAiic  dif ferenticils  should  be  introduced  in  a  ■ 

State  v*iere  such  differentials  do  not  currently  exist?  In 

this  connection,  we  would  point  out  that  there  are  18 

statewide  localities  and  we  have  had  requests  from  physicians 

in  several  other  States  to  consolidate  localities  into  a 

statewide  system.  Generally,  with  such  a  consolidation, 

urban  allowances  would  be  reduced.   (Ihe  18  statewide 

localities  are:  Alaska,  Arkansas,  Colorado,  Delaware, 

Washington,  D.C.  metro  area,  Hawaii/Guam,  Montana,  New 

Haitpshire,  New  Mexico,  North  Dakota,  Puerto  Rico/ 

Virgin  Islands,  Rhode  Island,  South  Carolina,  South  Dakota, 

Tennessee,  Utah,  Vermont  and  V^cming.) 

-   vAiether  the  provision  providing  the  5  percent  bonus  for 

jiiysician  services  in  rural  manpcwer  and  urban  shortage  areas 
(section  4043  of  OERA  1987)  should  be  retained. 

If  MSAs  are  adopted  as  the  new  localities,  it  will  be  difficult 
to  iitplement  this  change  in  a  budget  neutral  manner.  Frequency 
and  allowed  charge  data  are  available  on  the  basis  of  only 
current  localities.  Therefore,  in  instances  v*iere  those  locality 
lines  are  changed,  it  will  be  difficult,  if  not  iiipossible,  to 
cillocate  frequency,  charge,  and  relative  value  data  to  the  new 
geograj^iic  configuration  and  its  associated  GPCI.  If  we  are 
unable  to  acccmplish  this  edlocation  with  scare  accuracy,  budget 
neutrality  cannot  be  assured. 


5.  Conversion  Factors  and  Budcret  Neutrality 

We  recxxranend  that  if  any  budget  neutrality  provisions  are 
included  in  the  law,  they  leave  the  agency  with  sufficient 
discretion  to  make  reasonable  estimates  given  data  limitations. 
We  would  recosranend  language  such  as  the  follcwing:  "The 
Secretary  is  to  establish  a  reasonable  standard  of  budget 
neutrality,  based  on  available  data,  and  is  to  establish 
conversion  factors  consistent  with  that  standard."  It  is  also 
irrportant  that  budget  r^utrality  calculations  be  exenpt  frcro 
judicial  review.  Flexibility  will  be  iitportant  if  geogra0iic 
payment  areas  and  definitions  of  some  services,  including  of 
glc±>al  packages,  are  altered  upon  inplementation  of  the  fee 
schedule.  If  budget-sensitive  conversion  factors  would  have  to 
be  derived  frcm  a  data  base  that  includes  the  old  definitions,  it 
may  be  difficult  to  make  ajprqpriate  adjustments  to  convert  the 
data  to  the  new  definitions. 

Since  we  ejqject  behavioral  change  by  physicians  in  the  volume  ard 
intensity  of  services  as  a  result  of  both  downward  and  inward 
adjustments  in  payment,  fee  schedule  legislation  should  give  the 
Secretary  e3q)licit  authority  to  make  estimates  of  anticipated 
behavioral  change  to  assure  budget  neutrality. 

B.  Ancillary  Policies 

1.  Anesthesiology  Relative  Values 

Since  March  1,  1989,  Medicare  pays  for  anesthesiology  services 
using  a  uniform  relative  value  system  (RVS)  established  by  the 
American  Society  of  Anesthesiologists.  The  RVS  is  based  on  a 
system  of  base  units  reflecting  the  various  surgical  procedures 
that  are  performed  and  time  units  reflecting  the  actual  time  of 
the  individual  case.  (In  establishing  the  uniform  RVS  in  a 
Notice  of  Proposed  Rulemaking  (NHM)  published  January  26,  1989, 
we  announced  our  intention  to  eliminate  time  units  in  the 
futuiie.)  There  is  a  question  as  to  how  the  RVS  established  for 
anesthesiology  services  could  be  integrated  with  a  national  fee 
schedule.  We  reoDmmend  use  of  the  RVS  established  by 
anesthesiologists  to  reflect  the  ajprcpriate  relative  differences 
between  anesthesiology  services. 

A  further  aspect  is  the  fact  that  anesthesiologists  are  paid 
different  rates  depending  i:5»n  v^iether  a  service  is  personally 
performed  or  vAiether  the  anesthesiologist  medically  directs 
concurrent  proc«3ures  and  the  numbers  of  such  procedures. 
Because  of  the  unique  prdDlems  associated  with  Medicare  payment 
for  anesthesiology  services,  it  is  critical  that  these  unique 
issues  of  payment  be  carefully  considered  in  the  develcponent  of 
fee  schedule  policy. 

We  recommend  that  the  payment  distinctions  based  on  personal 
performance  versus  medical  direction  be  retained  under  the  fee 
schedule.  This  could  be  done  by  having  medical  direction  relative 
values  be  less  than  and  a  percentage  of  relative  values  for 
personally  performed  services.  The  percentage  would  vary 
according  to  the  number  of  procedures  st^iervised. 
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2.  Relationship  to  Radiology  Fee  Schediile 

Since  ^ril  1,   1989,  the  radiology  servicses  of  radiologists  are 
reimbuirsed  on  a  fee  schedule  basis  using  an  RVS  develcped  by 
radiology  specialty  societies.  Radiology  services  of 
nonradiologists  are  paid  for  under  the  reasonable  charge  system. 
While  we  assume  that  cill  radiology  services  will  be  covered  by  a 
national  fee  schedule,  we  would  urge  integrating  the  RVS  that  has 
been  established  for  radiologist  services  into  a  national  fee 
schedule  to  reflect  the  apprcpriate  relative  differences  between 
radiology  services.  Also,  there  is  an  issue  as  to  vAiether,  under 
a  naticaial  fee  schedule,  we  should  continue  fee  schedule  payment 
for  nor^ysician  radiology  services  si;¥)ervised  by  radiologists. 
The  radiology  fee  schedule  currently  ^^lies  to  such  norphysician 
services. 

3.  Site  of  Serv^ice  Differentials 

Iftider  the  reasonable  charge  system,  there  are  certain  payment 
distinctions  based  on  the  site  of  a  f^iysician's  services.  For 
example,  v*ien  a  diagnostic  or  radiology  service  is  performed 
outside  a  hospital,  a  technical  ccsrponent  service  is  paid  in 
addition  to  the  fiiysician's  interpretation  (i.e.,  professional 
conponent) .  Generally,  these  services  either  have  a  s^jarate 
code  or  a  modifier  to  distinguish  the  conplete  from  an 
interpretation-only  service.  In  addition,  a  limitation  is 
iirposed  on  physician  services  rendered  in  hospital  outpatient 
d^artments  vdiich  are  ccannmonly  performed  in  fiiysician's  offices. 
This  limitation,  authorized  by  section  1861  (v)  (1)  (k) ,  limits 
payment  in  hospital  outpatient  departments  to  60  percent  of  the 
office  prevailing  charge.  The  ctojective  of  the  provision  is  to 
eliminate  the  payment  of  duplicate  overhead  to  the  physician  in 
the  reasonable  charge  payment  and  to  the  hospital  in  the 
reimbursement  of  hospital  outpatient  costs. 

To  the  best  of  our  knowledge,  these  issues  have  not  been  fully 
addressed  by  the  PERC  or  by  Dr.  William  Hsiao  in  their  work  on 
the  develc^xnent  of  resource  cost-based  relative  value  scales.  As 
part  of  the  inpleroentation  of  a  national  fee  schedule,  we 
recommend  that  Congress  decide  or  grant  authority  to  HCFA  to 
decide  how  and  in  vdiat  circumstances  payment  under  the  fee 
schedule  will  distinguish  between  hospital-based  and  office- 
based  services. 

4.  Local  Codes 

Since  1985,  all  Medicare  carriers  have  been  required  to  use  the 
HCFA's  Common  Procedure  Ctding  System  (HCPCS) .  HCPCS  was 
developed  to  satisfy  the  cperational  needs  of  the  Medicare  and 
Medicaid  fee-for-service  reimbursement  programs,  to  ease 
communication  between  providers  and  payors  by  replacing  various 
uncoordinated  systems  with  a  single  national  coding  system,  and 
to  facilitate  comparisons  among  and  between  payors.  HCPCS 
incorporates  CPr-4.  In  addition  to  CPr-4,  HCPCS  contains  codes 
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and  modifiers  developed  by  other  professionals  and  insurers  to 
meet  their  reporting  needs  as  well  as  the  codes  developed  by 
HCEA,  State  agencies,  and  Medicare  contractors  to  meet  the  claims 
processing  needs  of  the  Medicare  and  Medicaid  prograits.  While 
the  coding  system  is  designed  to  iirprove  the  ability  of 
physicians  and  suppliers  to  ccxmnunicate  the  services  they 
furnish,  more  irrportantly,  the  codes  offer  a  degree  of 
specificity  and  uniformity  that  permits  a  uniform  amplication  of 
HCEA  coverage  and  payment  policies. 

HCPCS  is  designed  with  three  levels  of  codes  and  modifiers. 
Ihere  is  an  up«;ard  progression  of  these  codes  f  rem  the  lowest 
level  (local  assignment)  to  the  hi^est  level  (national 
assignment)  with  HCFA  and  other  third  parties  monitoring  the 
entire  system  to  ensure  uniformity.  The  first  level  (national 
assignment)  contains  only  the  AMA's  CPT-4  codes  and  modifiers. 
These  codes  are  all  5-digit  numeric.  The  AMA  maintains 
responsibility  for  this  level  of  codes.  The  second  level 
(national  assignment)  contains  the  codes  and  modifiers  for 
physician  and  nor^ysician  services  that  are  not  included  in 
CFT-4,  (for  example,  ambulance,  durable  medical  equipment, 
orthotics  and  prosthetics) .  These  codes  are  alpha-numeric 
(ranging  from  A  to  V)  and  are  maintained  jointly  by  a  panel 
r^resenting  HCFA,  BC/BSA  and  HIAA.  The  third  level  (local 
assignment)  contains  the  codes  and  modifiers  for  services  needed 
by  the  individual  carrier  or  State  agency  to  process  Medicare  and 
Medicaid  claims.  These  codes  are  used  for  services  that  are  not 
contained  in  either  of  the  first  two  levels.  The  local  codes  are 
also  alpha-numeric,  but  are  restricted  to  the  code  ranges 
beginning  with  W,  X,  Y,  arxi  Z.  These  codes  are  used  for  items  and 
services  not  having  the  frequency  of  use,  geogra^iic 
distribution,  or  general  applicability  to  justify  a  code 
assignment  at  a  hi^er  level. 

Because  of  the  use  of  HCPCS  level  III  (i.e.,  local)  codes, 
carriers  are  not  entirely  uniform  in  terms  of  the  codes  they 
recognize  for  payment  purposes.  As  of  1987,  each  carrier  used 
local  codes  to  some  degree.  In  1987,  3.8  percent  of  Medicare 
claims  were  paid  under  such  local  codes.  This  represented  3.1 
percent  of  allowed  charges.  In  two  New  York  carriers,  one 
serving  Queens  and  the  other  Manhattan,  1987  local  codes 
r^resented  14.3  percent  and  10.2  percent,  respectively,  of 
cillcwed  charges.  In  Minnesota-Travelers,  1987  local  codes 
r^resented  23.3  percent  of  allowed  charges.  In  these  thr^ 
areas,  the  local  codes  primarily  represent  physician  services,  as 
cpposed  to  iKjnphysician  services.  Thus,  in  certain  carrier 
areas,  local  code  usage  for  pAiysicians'  services  has  remained 
hi^.   (See  i^pendix  C.) 

HCFA  has  efforts  now  underway  to  eliminate  or  reduce  local  code 
usage.  COnplete  information  about  current  local  code  assignments 
has  recently  been  collected  from  all  Medicare  carriers.  That 
data  ar^  being  analyzed  to  determine  v^iich  services  need  to  be 
referred  to  the  CPr-4  Editorial  Panel  for  possible  assignment  of 
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CPr-4  codes.  Other  nor^Dhysician  services  and  si^plies  will  be 
referred  to  the  Alpha  HCPCS  panel  for  assignment  of  appropriate 
national  codes.  In  this  analysis,  priority  is  being  given  to 
codes  for  fiiysician  services  and,  as  a  result,  we  anticipate  a 
substantial  reduction  in  the  use  of  local  codes  for  jAiysician 
services  coincident  with  or  prior  to  irrplementation  of  the  1990 
HCPCS.  Additionally,  the  review  of  this  material  will  help  to 
establish  criteria  for  future  assignment  of  codes  to  new  services 
and  st^Dplies  as  they  become  available. 

In  order  for  a  truly  national  R7S  to  be  iirplemented,  local  codes 
must  be  available  for  only  new  services  for  vMch  national  codes 
have  not  yet  been  established.  Iherefore,  existing  services 
should  not  be  subject  to  different  characterizations,  for  payment 
purposes,  from  one  carrier  to  the  other.  Of  course,  some 
latitude  could  be  permitted,  even  for  existing  services,  similar 
to  the  afproach  used  in  the  recently  iirploiiented  radiology  fee 
schedule.  During  the  summer  of  1988,  HCFA  atterrpted  to  eliminate 
all  local  codes  for  radiology  services.  In  fact,  carriers  were 
advised  in  S^jtember  1988  to  convert  any  of  their  level  III  codes 
for  radiology  services  to  CPr-4  or  level  II  aljiia-numeric  codes 
by  January  1,  1989,  so  that  the  services  represented  by  those 
codes  would  be  subject  to  national  relative  values.  Many  of  the 
carriers,  however,  (Ejected  to  the  total  elimination  of  all  local 
radiology  codes  and  requested  that  we  reconsider  our  decision. 
In  support  of  their  request,  the  carriers  identified  a  number  of 
local  codes  for  vdiioh  there  are  no  appropriate  CPr-4  or  level  II 
alpha-numeric  codes.  We  acc^yted  the  carriers'  reccmroendation. 

As  long  as  adequate  lead  time  is  provided  for  iitplementation  of 
the  national  RVS  to  allow  time  for  converting  to  uniform  codes, 
we  recommend  that  the  use  of  local  codes  not  representing  new 
services  be  eliminated.  Local  codes  should  be  used  by  carriers 
only  for  new  services  for  v^iich  national  codes  have  not  yet  been 
established.  Services  with  local  codes  would  be  paid  for  based 
on  locally-established  relative  values.  We  anticipate  requiring 
24  months  to  eliminate  all  local  codes  v*iich  do  not  r^resent  new 
services. 

5.  local  ^fcidifiers 

Modifiers  are  2-digit  suffixes  added  to  basic  prxx:»dure  codes  for 
the  purpose  of  providing  further  detail  regarding  a  service. 
Some  are  payment  related  and  some  are  not.  As  the  above 
discussion  indicates,  there  are  national  or  HCPCS  levels  I  and  II 
modifiers  that  have  one  definition  for  all  carriers.  Also,  there 
are  loccil  or  HCPCS  level  III  modifiers;  i.e.,  modifiers  defined 
uniquely  from  one  carrier  to  the  next. 

If  payment  distinctions  based  on  modifiers  are  to  be  made  under  a 
national  fee  schedule,  only  uniform  or  national  modifiers  should 
be  used.  As  indicated  above  with  regard  to  local  codes,  local 
modifiers  (that  affect  payment)  could  continue  only  if  codes  with 
such  modifiers  are  paid  for  on  a  local  fee  schedule  basis  (i.e. , 
based  on  locally-established  relative  values) . 
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As  reflected  in  1987  Part  B  Medicare  Annual  Data  files,  inost 
local  modifier  billings  are  associated  with  clinical  laboratory 
claims.  Among  the  hi^est  volume  local  modifiers  used  for  other 
than  clinical  laboratory  services,  there  were  approximately  40 
million  claims  for  over  $3.6  billion  in  submitted  charges  and 
over  $2.3  billion  in  allowed  charges.  (Exairples  of  these  local 
modifiers  are:  California  Blue  Shield  using  modifier  "WL"  for 
"unusual  hours  for  patient  convenience"  and  Pennsylvania  Blue 
Shield  using  the  same  modifier  to  r^resent  a  specific  anesthesia 
service.  Similarly,  modifier  "W8"  means  second  assistant  surgeon 
in  California  Blue  Shield,  second  surgical  procedure  in  Colorado 
and  physical  therapy  in  Arizona.  In  California  Blue  Shield,  "WC" 
means  "only  patient  seen  in  nursing  hcaone  visit"  and  in  South 
Carolina,  that  modifier  means  "refraction  was  performed  during 
eye  examination.") 

HCFA  is  atteirpting  to  reduce  the  use  of  local  modifiers.  The 
information  regarding  local  coding  that  was  recently  c^tained 
frcstn  carriers  also  included  data  abcait  local  modifiers.  HCFA  is 
currently  building  a  modifier  data  base  containing  all  modifiers 
used  by  each  carrier  and  the  modifier  description.  This  task  is 
about  75  percent  ccatpleted.  Reports  generated  frcsm  this  data  base 
can  be  used  to  reduce  the  use  of  local  modifiers.  Just  as  with 
codes,  local  modifiers  are  being  reviewed  for  submissions  to  both 
the  CPT-4  and  Alfiia  Editorial  Panels  for  consideration  of 
national  assignments.  Also,  criteria  for  future  assignment  of 
local  modifiers  are  eu^jected  to  be  develcped  frcm  this  effort. 

As  with  local  codes,  we  reccaranend  that  local  modifiers,  v\*iich 
affect  payment,  be  eliminated. 

6.  Uniform  Definitions  of  Specialties 

Currently,  there  are  marked  differences  in  how  carriers  assign 
f^iysicians  to  a  specialty  in  order  to  establish  prevailing  charge 
screens.  Althou^  scame  carriers  use  a  narrow  definition  of  a 
specialist  (i.e.,  one  vAio  has  attained  board  certification  or  has 
had  prerequisite  training  in  a  particular  field) ,  most  carriers 
permit  fiiysicians  to  self -designate  their  specicilty  for  payment 
purposes.  Many  carriers  calculate  discrete  prevailing  charge 
screens  for  individual  specialties;  however,  these  carriers  may 
combine  loccilities  or,  if  necessary,  specialties,  to  establish 
prevailing  charge  screens  if  there  are  insufficient  data  for  a 
particular  service  to  establish  prevailing  ciiarges  by  separate 
locality  and  specialty.  In  addition,  some  carriers  use  groi:5)ings 
of  specialties;  one  carrier  groups  by  type  of  service;  and  a  few 
carriers  use  single  prevailing  charge  screens  for  all  pdiysician 
services  without  regard  to  specialty  practice. 

A  uniform  approach  to  specialty  recognition  and  designation  is 
required  under  a  national  fee  schedule. 
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On  i^ril  22,  1988,  Medicare  published  a  notice  requesting 
ccraments  on  a  possible  proposal  to  eliminate  specialty 
differentials  in  our  payments  (Federal  Register p  Vol.  53,  No.  70, 
p.  12037-12041) .  Vfe  received  comments  from  35  national 
organizations,  most  of  vrtiich  represented  specific  specialties. 
Twenty-ei^t  of  those  organizations  oppose  eliminating  specialty 
differentials.  Nevertheless,  we  are  considering  the  publication 
of  an  NIWI  to  eliminate  all  specialty  differentials  in  our 
payment  policies.  If  this  policy  becomes  final,  uniform 
specialty  definition  would  not  be  a  fee  schedule  iirplementation 
issue. 

On  the  other  hand,  if  the  decision  is  made  to  retain  specialties, 
there  will  be  some  operaticaial  issues  associated  with  achieving 
uniformity.  While  it  may  be  relatively  siirple  to  establish  the 
uniform  list  of  ^)ecialties  to  be  recognized,  substanticil  effort 
must  go  into  defining  vAien  a  physician  qualifies  as  a  particular 
specialist.  Self-designation  will  no  longer  be  acceptable. 
Develcping  such  criteria  will  not  be  an  easy  task.  Should  we  use 
board  certification,  ccnpletion  of  specialty  training  and/or  peer 
cosnopetence  certification?  Should  we  use  the  same  afproach  for 
each  specialty?  Iforeover,  once  criteria  are  established, 
carriers  will  need  significant  lead  time,  prior  to  irrplementing  a 
nationcil  fee  schedule,  to  re-establish  the  specialty  status  of 
each  physician  under  those  new  uniform  standards.  In  addition, 
they  will  have  to  periodically  verify  that  the  jiiysician  still 
meets  that  specialty  criteria. 

7.  Codes  Without  National  Relative  Values 

How  much  should  be  paid  for  a  service  vdaen  it  has  no  national 
relative  value?  This  can  be  a  significant  issue.  The  Harvard 
researchers  have  concluded  that  there  will  be  scsne  procedures 
left  off  of  their  final  RVS.  Ihese  would  be  1cm  volume  services 
for  v*iich  they  question  the  reliability  of  their  extrapolation 
process  (Journal  of  the  American  Medical  Association.  Oct.  28, 
1988,  p.  2384.)  Since,  as  noted  earlier,  3,500  of  the 
approximately  7,000  CPT  codes  were  billed  fewer  than  500  times, 
prcAjably  half  of  the  current  CFT  codes  would  be  left  without 
national  relative  values  at  the  end  of  the  Harvard  work.  Also,  it 
is  possible  that  new  procedures  would  be  covered  by  Medicare 
before  national  values  are  established  for  them.  Also,  the 
problem  of  unvalued  codes  can  be  minimized  if  substantial  code 
consolidation  occurs. 


^However,  there  miglnt  still  be  a  need  for  uniform  specialty  definitions 
for  purposes  other  than  payment;  e.g. ,  for  participation  directory 
listings  or  for  utilization  review  screens.  Also,  uniform  specialties 
mi^t  be  needed  if  payment  is  made  for  services  v*iich  are  defined  with 
specialty  distinctions. 
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Vfe  have  identified  several  cptions.   (1)  We  can  pay  for  such 
"unvalued"  procedures  on  a  reasonable  charge  basis.  If  these  are 
rare  or  new  services,  there  would  likely  be  extensive  gap-filling 
in  the  establishment  of  such  reasonable  charge  screens.   (2)  Vfe 
can  have  a  local  fee  schedule  for  imvalued  services  by  having 
carriers  establish  their  own  relative  values  for  the  services. 
For  seme  services,  this  is  the  way  in  v^iich  the  radiology  fee 
schedule  was  iirplemented.   (3)  We  can  have  a  case-by-case  system, 
v*iereby  each  carrier  would  pay  each  claim  on  a  "by  r^xjrt"  basis. 
Ihis  means  that  each  claim  would  be  reviewed  by  medical  personnel 
and  paid  on  the  basis  of  the  results  of  that  review.  A  problem 
with  this  approach  is  that  it  would  leave  many  procedures  without 
vcilues  on  v*iich  jAiysicians  can  rely  prior  to  rendering  the 
services  and  inconsistent  deterrdnations  are  almost  inevitable. 
Much  of  the  sinplicity  and  certainty  v*iich  a  fee  schedule  is 
intended  to  bring  about  would  not  ajply  to  mary  types  of 
services.   (4)  We  could  establish  national  values  using  esqjert 
medical  panels. 

We  reccatimend  a  local  fee  schedule  system,  with  carriers 
establishing  their  own  relative  values.   (Nevertheless,  we  would 
anticipate  "by  r^xDrt"  payment  for  the  catch-all  "unlisted 
procedures"  code  categories.) 

8.  Ccgnparability 

Section  1842(b)  (3)  (B)  of  the  Act  provides  that  reasonable  charge 
payments  shall  not  be  hi^er  than  the  carriers'  private  business 
payments  to  its  own  polici^iolders  and  subscribers  for  ccsonparable 
services  under  comparable  circumstances.  While  we  have  no 
national  data  regarxiing  the  extent  to  v*iich  that  limit  is 
applied,  there  have  been  estimates  that  in  the  State  of  Michigan, 
annual  program  savings  as  high  as  $13.3  million  were  achieved  in 
1986. 

Under  a  national  fee  schedule.  Congress  must  decide  v^ether 
conparability  will  continue  to  be  an  applicable  payment  screen. 
Under  current  law,  ccitparability  applies  v*ien  payment  is  on  a 
charge  basis.  Iherefore,  the  current  statute  may  permit  us  to 
^Dply  a  ccaorparability  limit  vAien  fee  schedule  payments  are  based 
on  charge-based  relative  values.   (Currently,  the  ccmparability 
screen  is  not  applied  v*ien  payment  is  made  under  the  laboratory 
and  radiology  fee  schedules.  HCFA,  however,  is  considering  a 
change  in  this  policy.)  The  statute  must  be  amended,  however,  if 
oarparability  is  to  apply  to  payments  based  on  a  resource-based 
RVS. 


■^A  fifth  option  is  the  one  rejected  by  the  Harvard  researchers  and  that 
is  to  extrapolate  a  value  based  on  charge  data,  regardless  of  the  paucity 
of  that  data.  Ihis  is  not  an  option  to  pursue,  given  the  lack  of 
confidence  one  would  have  in  the  results. 
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9.  Inherent  Reasonableness 

When  Medicare  payment  screens  based  on  charge  data  are  found  to  be 
grossly  excessive  or  deficient,  the  Secretary  is  authorized  to 
establish  special  reasonable  charge  limits  for  0iysicians'  services. 
This  authority  exists  so  that  the  Secretary  is  able  to  ensure  that  the 
screens  ^plied  are  inherently  reasonable.   (Section  1842  (b)  (8)  of  the 
Act.) 

The  inherent  reasonableness  policy  exists  to  "correct"  instances  v^ere 
the  reasonable  charge  system  results  in  aberrant  payment  screens.  That 
policy  does  not  ajply  vAien  other  than  reasonable  charge  payment  is 
being  made.  Therefore,  inherent  reasonableness  does  not  ^ply  v^en 
payment  is  made  under  the  laboratory  or  radiology  fee  schedules. 
Iftiless  there  is  legislation  to  the  contrary,  inherent  reasonableness 
would  similarly  not  apply  imder  any  national  fee  schedule.  We  believe, 
hcwever,  that  it  would  be  appropriate  to  maintain  the  abilil^  to  invoke 
inherent  reasonableness  under  fee  schedule  payments,  at  least  as  a 
means  of  making  "corrections"  between  RVS  revisions. 

10.  Reduced  ServicesAfriusual  Circumstances 

Xftider  current  reasonable  charge  policy,  carriers  may  pay  amounts  hi^er 
than  those  normally  paid  for  a  service.  This  can  be  done  v^iere  there 
are  unusual  circumstances  or  medical  ccaiplications  reqiiiring  additional 
time.  CPT  modifier  22  represents  these  circumstances.  It  was  billed 
690,000  times  in  1987,  for  $104  million  in  allcwed  charges.  Similarly, 
under  reasonable  charge  policy,  carriers  may  pay  less  v*ien  a  service 
with  modifier  52,  v^ch  represents  reduced  services,  is  billed.  In 
1987,  that  modifier  was  billed  3  million  tirres  for  $108  million  in 
allowed  charges.  Consistent  with  the  position  we  took  on  the  radiology 
fee  schedule.  We  reccanmend  that  these  modifiers  not  be  recognized 
under  a  national  fee  schedule. 

These  modifiers,  and  the  conc^jts  v*iich  they  r^resent,  are  generally 
so  broad  that  standard  payment  screens  are  not  applied  to  them.  A  wide 
variety  of  circumstances  can  fit  into  the  concert:  of  a  reduced  or 
unusual  version  of  a  particular  service  and,  under  reasonable  charge, 
they  are  usually  paid  for  on  a  'Tay  report"  basis.  Under  a  fee 
schedule,  we  prc^xDse  that  payment  for  services  with  reduced  services  or 
unusual  circumstances  modifiers  be  the  same  as  for  the  unmodified 
code.  In  large  part,  it  defeats  the  purpose  of  establishing  a  national 
R7S  viien  one  allows  exc^ations  for  unusual  or  reduced  services. 

CPr-4  includes  a  "Special  Services  and  Reports"  section  that  includes 
codes  for  "after  hours"  services  (e.g. ,  codes  99050  and  99052) ,  extra 
si^^plies  and  materials  (e.g.,  codes  99070  and  99071),  unusual  travel 
(e.g. ,  99082)  and  prolonged  jiiysician  attendance  (codes  99150  and 
99151) .  Essentially,  these  codes,  and  others  in  that  section,  serve 
much  the  same  purpose  as  the  unusual  circumstances  modifier. 
Therefore,  treatment  of  the  codes  and  the  modifier  under  the  fee 
schedule  should  be  consistent. 
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11.  Multiple  and  Bilateral  Surgery 

When  bilateral  procedures  are  performed  at  the  same  c^serative  session, 
many  carrieirs'  reasonable  charge  practice  has  been  to  establish  the 
bilateral  prevailing  rate  at  150  percent  of  the  unilateral  prevailing 
rate  (modifier  50) .  Similarly,  v^en  multiple  (nonincidental)  surgical 
pirocedures  are  performed  in  the  same  operative  session,  most  carriers 
apply  a  so-called  "fee  and  one-half  rule."  Ihey  apply  the  regular 
allcwanoe  amount  for  the  most  es^jensive  procedure;  but  the  allowance (s) 
for  the  remaining  procedure  (s)  is  cajped  at  50  percent  of  the 
procedure's  customary  or  prevailing  charge  (the  modifier  here  is  51) . 
We  believe  that  these  are  reasonable  policies  that  reflect  ajprcpriate 
payment  relationships  between  the  multiple  and  bilateral  services  at 
issue.  Therefore,  we  recommend  that  these  policies  be  carried  over  to 
a  national  fee  schedule  and  that  they  be  made  uniform  and 
mandatory.   An  alternative,  vdiich  we  believe  to  be  an  onerous  one, 
would  be  to  establish  specific  relative  values  for  the  multiple  and 
bilateral  version  of  each  surgery,  as  ajprtpriate. 

12.  Provider  Renderincf  Less  Than  Full  Global  Package 

Under  reasonable  charge  policy,  carriers  are  to  insure  that,  vdien  they 
pay  more  than  one  practitioner  for  care  rendered  to  a  beneficiary,  the 
total  allowance  for  all  practitioners  is  not  to  exceed  the  glctoal 
allowance  that  would  have  been  paid  to  a  single  practitioner.  Ihis  has 
been  an  issue  for  global   surgical  packages  rendered  by  both 
ophthalmologists  and  cptometrists.  It  also  frequently  arises  vAien 
cardiologists  perform  some  post-cperative  care  v*ien  surgery  was 
performed  by  a  thoracic  surgeon. 

If  imiform  glctoal  packages  are  adopted,  we  reccammend  the  relative  value 
of  a  gldbal  package  also  be  allocated  to  the  various  ocnponents  of  the 
package.  Prior  to  fee  schedule  iirplementation,  this  would  be  essential 
if  Medicare  is  to  avoid  dt^jlicate  payment.  Essentially,  this  would 
mean  that,  in  any  case  vAiere  modifiers  indicate  that  surgery-only  (54) , 
or  only  pre-  (56)  or  post-cperative  care  (55)  was  rendered,  no  global 
payment  would  be  made.  Payment  based  on  only  the  relative  values  of 
the  ccarponents  of  the  glc±ial  would  be  made.  Also,  it  is  possible  that 
modifiers  in  addition  to  54,  55,  and  56  would  have  to  be  established  if 
other  ccjiponents  of  glctoal  packages  were  being  provided.  An 
ciltemative  would  be  to  permit  only  one  practitioner  to  bill, 
regardless  of  how  many  participated  in  performing  the  various  pieces  of 
the  services. 


%nlike  the  circumstances  associated  with  reduced  or  complicated  cases, 
the  services  at  issue  here  are  very  specific.  Therefore,  standard  screens 
can  reasonable  be  applied  to  them.  The  fee  schedule  amount  for  a 
bilateral  procedure  would  be  150  percent  of  the  fee  schedule  amount  for 
the  unilateral  version.  Similarly,  for  multiple  procedures,  the  procedure 
with  the  highest  relative  value  will  be  paid  for  on  the  basis  of  that 
vcilue,  vMle  the  other  procedure  (s)  will  be  paid  for  based  on  50  percent 
of  its  regular  relative  value  amount. 
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13.  Assistants-at-Surgery.  Fhysician  Assistants  and  Other  Practitioners 

Wider  reasonable  charge  policy,  vAien  payment  is  made  for  services  of  an 
assistant-at-surgery,  the  reasonable  charge  of  the  assistant-at-surgery 
may  not  exceed  20  percent  of  the  prevailing  charge  for  the  surgical 
procedure.  We  recommend  that  this  policy  be  continued;  i.e.,  that 
payment  be  20  percent  of  the  fee  schedule  amount. 

Ifrider  reasonable  charges,  the  services  of  j*iysician  assistants  are 
reimbursed  at  a  particular  percentage  of  the  prevailing  charge  of  a 
participating  physician  in  the  same  locality.  HCPCS  modifiers  are  used 
to  identic  the  services  of  physician  assistants.  We  recommend  that 
payment  for  physician  assistant  services  be  based  on  fee  schedule 
amounts  and  that  HCFA  be  given  the  authority  to  determine  the 
applicable  percentage  to  be  paid  based  on  current  statutory  rules  and 
other  pertinent  data. 

We  would  further  reccmimend  that  the  national  fee  schedule  include  the 
services  of  other  practitioners,  including  certified  registered  nurse 
anesthetists,  cptcanetrists,  chircpractors,  psychologists,  jAiysical  and 
ooct^sational  therapists  and  podiatrists.  We  reccaranend  rates  that  are 
budget  neutral  with  current  expenditure  levels.  This  could  be 
acccnplished  in  stages  if  any  critical  data  are  not  available  v*ien  the 
legislation  establishing  the  national  fee  schedule  is  enacted.  We 
stress,  however,  that  we  would  not  reconmend  the  expansion  of  current 
direct  billing  ri^ts  for  these  practitioners. 

14.  Other  Modifiers  That  Micdit  Affect  Payment 

We  believe  tiiat  our  previous  discussion  has  addressed  most  situations 
v*iere  modifiers  that  affect  payment  will  be  used.  There  ar^e  other 
HCPCS  modifiers,  hcwever,  for  v^iich  scsne  carriers  may  currently  be 
^jplying  special  payment  rules.  Such  other  modifiers  include: 

Microsurgery 

Anesthesia  by  Surgeon 

Two  Surgeons 

Surgical  Team 

Concurrent  Care 

R!^)eat  Procedure  by  Same  Fhysician 

Repeat  Procedure  by  Another  ttiysician 

It  may  be  ajprcpriate,  therefore,  to  resolve  the  treatment  of  these 
modifiers  under  a  national  fee  schedule.  Resolution  could,  of  course, 
be  that  these  modifiers  would  have  no  payment  consequence.  For  payment 
purposes,  they  could  be  treated  as  thou^  the  code  were  unmodified. 

15.  Nony^ysician  Services  Billed  Under  "Rivsician"  Codes 

Some  services  or  codes  billed  by  0iysicians,  such  as  diagnostic  test, 
radiology  or  j*iysical  therapy  codes,  can  be  performed  and  billed  by 
norphysicians  as  well.  Will  the  national  fee  schedule  apply  only  to 
f*iysicians'  services;  or  will  it  also  apply  to  gl{±»al  services  (i.e., 
physicians'  services  and  diagnostic  services  billed  together) ,  or  will 
it  also  apply  to  j^iysical  therapy  or  technical  components  of  diagnostic 
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services  not  billed  by  jAiysicians?  We  reconroend  that  the  fee  schedule 
(and  any  associated  limiting  charges  for  norparticipants)  apply  to  the 
CFT  services  for  vdiich  relative  values  have  been  established,  even  if 
not  rendered  by  a  jAiysician.   (Note  that  relative  values  v?ould 
presumably  not  be  established  for  clinical  laboratory  services,  v*iich 
are  in  the  80,000  section  of  CPT.  Those  services  are  paid  for  under 
the  laboratory  fee  schedule,  regardless  of  v^o  bills  for  them. ) 
Uierefore,  any  entity  billing  under  a  nonclinical  laboratory  CPT  code 
would  be  paid  under  the  "j*iysicians"  fee  schedule.  This  would  avoid  a 
dual  and  possibly  inequitable  payment  system  for  the  same  services. 
Also,  it  would  avoid  the  establishnvent  of  new  billing  arrangements 
vAier^by  jAiysicians  mi^t  seek  to  have  nonjAiysician  entities  billing  for 
technical  services  under  reasonable  charge. 

Another  issue  is  non-CPT  services  billed  by  physicians.  Would  they  be 
subject  to  the  fee  schedule? 

16.  Other  Minor  Payment  Issues 

There  are  a  variety  of  miscellaneous  payment  issues  v^iich  must  be 
considered  in  the  develc^xnent  of  a  national  fee  schedule.  These 
include  the  following: 

o   Injection  fee. — We  currently  allcw  physicians  a  ncaninal  fee  to 
provide  a  routine  injection.  Will  this  fee  be  integrated  into  a 
national  fee  schedule? 

o   Collection  fee.—^^  currently  allow  physicians  a  $3  specimen 
collection  fee  to  collect  a  blood  saiiple  by  venipuncture  for  a 
laboratory  test. 

o   Transportation  fee. — Seme  carriers  allcM  additional  amounts  for 
extraordinary  travel  associated  with  a  house  call. 

Congress  will  need  to  decide  or  delegate  to  HCFA  how  these  fees  are  to 
be  reimbursed  in  the  future. 

17.  Limits  on  Actual  Charges  and  Participating  versus  Nonparticipating 
Differentials 

A  major  issue  to  be  addressed  is  viiether,  under  a  fee  schedule,  limits 
on  the  actual  charges  of  nonparticipating  jAiysicians  should  be 
established.  There  would  appear  to  be  no  policy  reason  to  make  a 
distinction  between  having  such  beneficiary  protections  under 
reasonable  charge  and  not  under  a  fee  schedule.^  There  presently  are 
two  types  of  charge  limits  used  in  Medicare — the  maximum  allowable 
actual  charge  (MAAC)  and  the  limiting  charge.  The  MAAC  is  based  on  a 
jAiysician's  actual  charge  level  in  a  base  period  and  is  unique  for  each 


^MAACs,  under  reasonable  charge,  are  scheduled  to  eo^ire  on  December  31, 
1990. 
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physician.  Another  type  of  limiting  charge  is  125  percent  of  the 
prevailing  charge.  That  limiting  charge  was  established  in  the 
legislation  reducing  payment  for  overpriced  procedures  (seirtion  4045  of 
OERA,  1987) .  Ihe  limiting  charge  is  much  siitpler  to  explain  and  easier 
to  administer  and  if  Congress  chooses  to  retain  a  form  of  beneficiary 
protection  against  balance  billing,  we  recxantimend  that  it  be  based  on 
the  conceit  of  a  limiting  charge  rather  than  the  MAAC.  A  policy  issue 
that  must  be  addressed,  if  a  charge  limit  is  retained,  is  vAiether  all 
services  (physician  and  nor^ysician)  rendered  by  or  billed  by 
nor^articipating  physicians  are  to  be  subject  to  the  limit.  Currently, 
MAACs  apply  to  only  jiiysicians'  services  and  scaoae  have  been  concerned 
that  certain  physicians  v^o  bill  for  global  services  may  be 
circumventing  the  MAAC  limit  on  the  professional  ccaooponent  by  shifting 
ciiarge  increases  to  the  technical  side.  Of  ccaorse,  it  may  not  be 
equitable  to  make  nor^ysician  services  performed  by  physicians  subject 
to  the  charge  limit  if  nor^ysicians  billing  for  those  same 
nonf^ysician  services  are  not  subject  to  such  a  limit. 

congress  will  also  need  to  decide  v^ether  it  wants  to  establish  a 
participating  versus  nor^articipating  fee  schedule  payment 
differential.  Iitplementing  such  a  differential  under  a  fee  schedule 
would  not  raise  any  new  administrative  issues.  We  reccsnmend  that  such 
differentials  be  continued. 

C.  Issues  Arising  Post-Implementation — i.e..  Revisions  and  Updates 

1.  New  and  Chancred  Codes 

Ihere  is  continual  change  in  the  way  that  medicine  is  practiced.  New 
technologies  are  develcped  and  there  are  almost  always  new  ways  to 
render  old  services.  Therefore,  there  can  be  entirely  new  codes, 
deleted  codes,  merged  codes,  split  codes,  and  modified  codes.  Prior  to 
implementing  a  fee  schedule  containing  a  certain  list  of  codes,  we  must 
decide  how  to  pay  vdien  that  list  changes. 

For  truly  new  services,  i.e.,  new  technologies,  we  could  J 

determine  that  there  will  be  no  Medicare  coverage  until  a  " 

national  value  has  been  established.  Alternatively,  we  could 

provide  for  locally-established  relative  values  until  nationcil 

ones  are  in  place.  In  any  event,  some  mechanism  will  need  to 

exist  for  establishing  national  values  at  some  time.  What  that 

mechanism  is  will  d^)end  on  the  judgments  and  data  that  went  into 

the  initial  valuation  process.  If  charge  data  were  used, 

presumably  it  will  be  losed  again.  If  resource  costs  such  as  work 

and  practice  costs  were  used,  jAiysician  panels  (for  work 

determinations)  and  certain  other  data  may  be  needed. 

We  will  need  to  determine  how  often  the  relative  values  are  to  be 
revised  to  reflect  new  services,  new  practice  costs  and  patterns, 
etc.  If  coverage  is  delayed  until  valuation  occurs,  there  would 
be  substantial  pressure  to  revise  at  least  every  year.  If  local 
relative  values  are  used  until  national  ones  are  established,  the 
revision  may  occur  less  frequently.  We  recanratnend  use  of  local 
relative  values. 
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The  CPU  is  revised  every  year.  We  will  have  to  make  jucagments 
about  hcM  to  treat  those  annual  changes  such  as  code  splitting, 
merging,  and  deletion.  Vfe  reccBoraotend  following  our  radiology  fee 
schedule  precedent  and  having  carriers  do  the  following: 

o   When  there  is  code  splitting  and  each  resultant  service  is 
equivalent  to  the  original  code,  the  resultant  codes  could  be 
given  the  relative  value  of  the  original  code. 

o   When  there  is  code  splitting  and  the  resultant  codes  are 

conponents  of  the  original  code,  carriers  could  aj^xartion  the 
relative  value  over  the  resultant  codes  (prc±>ably  based  on 
national  guidance) . 

o   When  there  is  a  code  merger  and  the  previous  codes  were 

equivalent  services,  unless  otherwise  indicated,  the  average 
relative  value  from  among  the  previous  codes  could  apply  to 
the  resulting  code. 

o   When  there  is  a  code  merger  and  the  previous  codes  were 

ccmponents  of  the  new  code,  the  sum  of  the  relative  values  of 
the  previous  codes  could  equal  the  relative  value  of  the  new 
code. 

o   When  there  is  a  revision  or  editing  of  an  existing  code, 
there  could  be  no  change  to  the  relative  value  unless  HCFA 
provided  notification  of  such  a  change.  (As  is  possibly  the 
case  for  valuing  new  procedures,  an  expert  panel  of 
E*iysicians  could  need  to  be  available  to  provide  guidance  on 
these  circumstances.  Also,  the  PFRC,  at  the  time  that  the 
AMA  editorial  panel  makes  a  CFT  change,  could  make  a 
reconmendation  with  regard  to  any  associated  relative  value 
changes  v*dLch  should  also  be  made.) 

2.  When  and  How  to  Update  Relative  Values  and  Conversion  Factors 

The  above  discussion  addresses  relative  value  revisions 
associated  with  new  technologies  and  coding  changes.  As 
indicated  above,  if  local  relative  values  are  used  for  new 
services,  such  changes  need  not  be  annual  ones.  Nationcil 
revisions  would  update  to  reflect  new  services,  changes  in 
practice  costs  and  changes  in  work  relationships.  We  recoanmend 
relative  value  revisions  every  5  years  for  major  i^xiates  and 
re-surveying  for  work  values,  but  3-year  intervals  to  establish 
national  values  for  new  technologies  then  subject  to  local 
Vcilues. 

In  its  1988  report,  the  PFRC  identified  several  options  for 
conversion  factor  ijpdates: 

o   a  formula  approach  linking  the  conversion  factor  to  an  index 
such  as  the  Medicare  econcmic  index; 

o   using  the  existing  regulatory  rulemaking  process  of  the 
Department; 
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o      recxaranendations  to  the  Secretary  of  the  D^artment  or  to 
C3ongress  ty  an  ind^jendent  board  or  cxammission;  and 

o      negotiation  between  physicians  and  a  r^resentative  of  the 
Federal  Government. 

We  reoonimend  an  index  approach  and  annual  i;?xiates.^ 


°In  its  1989  annual  r^xDrt,  the  FP9C  reccxtmends  the  adoption  of  national 
e3q)enditure  targets  for  Medicare  jAiysician  payment.     Under  such  targets, 
the  conversion  factor  ii^xiate  would  be  determined  by  the  extent  to  vAiich 
the  previous  year's  eo^jenditure  target  was  met. 
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Appendix  A 


(joniparative  Freauencv  of  Code  Utilization 

in  1986 

Within 

I  Specific  Categories  of  Services 

Rancre  of  Percentaaes  of  Total 

Services  Within  Service  Catecrorv 

Code  and 
Service  Cateaory 

National 

Lcwest 
Amonq  Carriers 

Hi^est 
Amoncf  Carriers 

Office  Medical  Services 

New  Patient 
90017  (extended) 
90020  (cTorrprehensive) 

8.45% 
35.28% 

1.18% 
3.67% 

16.52% 
53.69% 

Established  Patient 
90070  (extended) 
90080  (comprehensive) 

7.55% 
3.66% 

1.72% 
0.52% 

23.09% 
8.59% 

Hospital  Medical  Services 

New  and  Established  Patient 

90270  (extended)  9.25%      1.43%          22.37% 

90280  (comprehensive)  3.60%      0.03%          31.80% 

Consultations 

Initicil  Consultation 

90620   (cotprehensive)  55.59%               23.09%                       82.26% 

90630   (conplex)  13.10%                  0.17%                        37.11% 


Source:  HCFA  Analysis. 
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Bills  to  Carriers  for 
Established  Patient  Office  Visits  (1986) 

Figure  A 


Ptrctnt  of  Total  (Ff«Qu»ncy) 


66% 


90C23  90040 


90050  90060 

HCPCS  Code 


90C70  90060 


LOW  Carrier        I       i  Mign  Carrier        ~"~  Average 


Bills  to  Carriers  for 
Subsequent  Hospital  Care  (1985) 


Percent  ot  Total  (Freouency) 
94% 


Figure  B 
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Potential  Code  Groups  for  Payment  Purposes 

The  following  criteria  were  taken  into  account  (along  with  some  judgment  calls)  in 
establishing  and  categorizing  the  potential  code  groups  listed  below: 

Category  1;    The  differences  between  related  services  are  clear,  but  the  Medicare 
carriers'  (national  average)  allowances  for  them  are  similar;  or 

Category  2;    The  differences  between  related  services  are  not  clear  (i.e.,  subject 
to  different  interpretations  by  different  personsT;  or 

Category  3;     Words  such  as  "simple"  or  "complex"  are  used  in  the  terminology  to 
describe  the  difference(s)  between  related  codes,  and  the  carriers' 
(national  average)  allowances  for  the  codes  are  similar.   (The  list 
below  does  not  include  any  "Category  3"  items.) 

Category  4;    Category  4  was  used  for  codes  that  we  are  still  analyzing  to 

determine  whether  they  should  be  grouped  for  payment  purposes 
(because  the  carriers'  national  average  allowances  for  them  are  too 
dissimilar).   At  a  minimum,  the  codes  need  to  have  more  specific  and 
detailed  narrative  descriptions  than  vague  terms  such  as  "simple"  and 
"complex." 


Office  Medical  Services 
New  Patient 

90000  and  90010  (Category  2) 
90015  and  90017  (Category  2) 

Established  Patient 

90040,  90050,  and  90060  (Category  2) 
90070  and  90080  (Category  2) 

Home  Medical  Services 
New  Patient 

90100,  90110  and  90115  (Category  2) 

Established  Patient 

90130  and  90140  (Category  2) 
90150  and  90160  (Category  2) 

Hospital  Medical  Services 
New  and  Established  Patient 
Initial  Hospital  Care 

90200  and  90215  (Category  2) 

Subsequent  Hospital  Care 

90240  and  90250  (Category  2) 
90260  and  90270  (Category  2) 

Skilled  Nursing,  Intermediate  Care 
and  Long  Term  Care  Facilities 

New  or  Established  Patient 
Initial  Care 

90300  and  90315  (Category  2) 

Subsequent  Care 

90340,  90350  and  90360  (Category  2) 


Nursing  Home,  Boarding  Home.  Domiciliary, 
or  Custodial  Care  Meoicai  Services 

New  Patient 

90400  and  90410  (Category  2) 

Established  Patient 

90440  and  90450  (Category  2) 
90460  and  90470  (Category  2) 

Emergency  Department  Services 
New  Patient 

90500,  90505  and  90510  (Category  2) 

Estaplished  Patient 

90530,  90540,  90550,  90560  (Category  2) 

Consultations 

Initial  Consultation 

90600,  90605,  90610,  90620  and  90630  (Category  2) 

Follow-up  Consultation 

90640,  90641,  90642  and  90643  (Category  2) 

Confirmatory  Consultation 

90650  and  90651  (Category  2) 
90652  and  90653  (Category  2) 

Psychiatry 

Psycmatric  Therapeutic  Procedures 
Medical  Psvchotheraov 

90841  and  90843  (Category  2) 

Gastroenterology 

91032  and  91033  (Category  2) 


Ophthalmology 

General  ODhthalmoIo^cal  Services 
New  Patient 

92002  and  92004  (Category  2) 

Established  Patient 
92012  and  92014  (Category  2) 

Special  OphthalmologlGal  Servrees 

92018  and  92019  (Category  2) 

Ophthalmoseopy 

92225  and  92226  (Category  1) 

Cardiovascular 

93510,  93511,  93514  (Category  1) 
93731,  93732  and  93733  (Category  1) 
93734,  93735  and  93736  (Category  1) 

Neurolocry  and  Neuromuscular  Procedures 

95819  and  95821  (Category  1) 
95857  and  95858  (Category  1) 
95880  and  95882  (Category  1) 
95900  and  95904  (Category  1) 
95950,  95951  (Category  1) 

Surgery 

Integumentary  System 

10060  and  10061  (Category  4) 
10080  and  10081  (Category  4) 
10120  and  10121  (Category  4) 
10140  and  10141  (Category  4) 
11000  and  11001  (Category  1) 
11730  through  11732  (Category  1) 
11760  and  11762  (Category  4) 
11770  through  11772  (Category  4) 


15500  througn  15515  (Category  1) 
15540  through  15580  (Category  1) 
15700  and  15710  (Category  1)' 
15740,  15750  and  15770  (Category  1) 

Musculoskeletal  System 

20661  through  20663  (Category  1) 
21040  and  21041  (Category  4) 
27060  and  27062  (Category  1) 
27070  and  27071  (Category  1) 
27130,  27132  and  27134  (Category  1) 
28192  and  28193  (Category  2) 

Respiratory  System 

31000  and  31002  (Category  1) 

31030  and  31032  (Category  1) 

31031  and  31033  (Category  1) 

31081,  31084,  31085  and  31087  (Category  11 

31360  and  31367  (Category  1) 

31365  and  31368  (Category  1) 

31570  and  31571  (Category  1) 

32035  and  32036  (Category  1) 

32700  and  32705  (Category  1) 

Cardiovascular  System 

33200  and  33201  (Category  1) 
33206  and  33207  (Category  1) 
33511  and  33512  (Category  1) 
33513,  33514  and  33516  (Category  1) 
34001,  34051,  34101  (Category  1)' 
35141  and  35151  (Category  1) 
35221  and  35226  (Category  1) 
35236  and  35256  (Category  1) 
35301  and  35351  (Category  1) 
35321,  35371  and  35381  (Category  1) 
35331  and  35341  (Category  1) 


35506,  35556,  35558  and  35566  (Category  1) 
35509,  35521,  35551,  35565  and  35571  (Category  1) 
35516,  35531,  35549  (Category  1) 
35501,  35541,  35546  (Category  1) 

35582  and  35585  (Category  1) 

35583  and  35587  (Categorv  1) 

35601,  35606,  35631  and  35656  (Category  1) 

35616,  35661  (Category  1) 

35621,  35665,  35666  (Category  1) 

35641,  35646,  35651  and  35671  (Category  1) 

35701,  35721,  35741  and  35761  (Category  1) 

35800  and  35840  (Category  1) 

36420  and  36425  (Category  1) 

36488  and  36490  (Category  1) 

36825  and  36830  (Category  1) 

Hemic  and  Lymphatic  Systems 

38520,  38525  and  38530  (Category  1) 

Digestive  System 

40804  and  40805  (Category  4) 

40810  and  40812  (Category  2,  Category  4) 

40814  and  40816  (Category  2,  Category  4) 

41826  and  41827  (Category  4) 

42300  and  42305  (Category  4) 

43450  and  43451  (Category  1) 

43500  and  43510  (Category  1) 

43630  and  43635  (Category  1) 

44140  and  44141  (Category  1) 

44143  and  44144  (Category  1) 

44388  and  44389  (Category  1) 

45302  and  45303  (Category  1) 

45307  and  45310  (Category  1) 

45379  and  45380  (Category  1) 

45382  and  45383  (Category  1) 

46257  and  46258  (Category  1) 

46255,  46257,  46258  and  46260,  46261,  46262  (Category  4) 

46280  (Category  4) 

47350  and  47360  (Category  4) 

47554  and  47555  (Category  1) 

47721  and  47740  (Category  1) 

49520  and  49525  (Category  1) 

49530  and  49S3S  (Category  1) 

49570  and  49575  (Category  4) 


Urinary  System 

50234  and  50236  (Category  1) 
50610,  50620  and  50630  (Category  1) 
50951  and  50953  (Category  1) 
51550  and  51555  (Category  1) 
51705  and  51710  (Category  4) 
51725  and  51726  (Category  4) 
51736  and  51741  (Category  4) 
51860  and  51865  (Category  4) 
52270  and  52275  (Category  1) 
52310  and  52315  (Category  4) 
52317  and  52318  (Category  4) 
52320  and  52325  (Category  1) 
53660  and  53661  (Category  1) 
53570  and  53675  (Category  4) 
54000  and  54001  (Category  1) 
55840,  55842  ano  55845  (Category  1) 
56500  and  56515  (Category  4) 
57061  and  57065  (Category  4) 
57555  and  57556  (Category  1) 
58260  and  58265  (Category  1) 
58267  and  58270  (Category  1) 
58275  and  58280  (Category  1) 

Endocrine  System 

60500  and  60505  (Category  1) 

Mervous  System 

61304  and  61305  (Categorv  1) 

61510,  61512,  61514  and  6'l516  (Category  1) 

51518,  61519  and  61520  (Category  1) 

61700  and  61702  (Category  1) 

61790  and  61791  (Category  1) 

52220  and  62223  (Category  1) 

62288  and  62289  (Category  1) 

63001,  53005  and  63010  (Category  1) 

63015  and  63016  (Category  1) 

63020  and  63030  (Category  1) 

63040  and  63042  (Category  1) 

64702  and  84704  (Category  1) 

64719  and  64721  (Category  1) 


Eye  and  Ocular  Adnexa 

55101  and  65103  (Category  1) 
65210  and  65220  (Category  1) 
65710,  65720  and  65755  (Category  1) 
65730,  65740  and  65750  (Category  1) 
65865  and  65875  (Category  1) 
66150,  66155  and  66160  (Category  1) 
66600  and  66635  (Category  1) 
66625  and  66630  (Category  1) 
66700  and  66701  (Category  1) 
66720  and  66721  (Category  1) 
66800  and  66801  (Category  1) 
66920  and  66930  (Category  1) 
67005  and  67010  (Category  1) 
67141  and  67145  (Category  1) 
67208  and  67218  (Category  1) 
67311,  67312  and  67313  (Category  1) 
67400  and  67412  (Category  1) 
67500  and  67505  (Category  1) 
67801  and  67805  (Category  1) 
67901  and  67902  (Category  1) 
67903  and  67904  (Category  1) 

Auditory  System 

69000  and  69005  (Category  4) 

69220  and  69221  (Category  1) 

69505  and  69511  (Category  1) 

69632  and  69633  (Category  1) 

69635  and  69636  (Category  1) 

69641,  69642,  69643  and  69645  (Category  1) 

69660  and  69661  (Category  1) 
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